JTER 


!  Af1 


cow] 

Wesleyan  University 
LIBRARY. 




Accession  No.  ...t>.P...*L>..'3..<i>...S 


PRESENTED    BY 


SUPERINTENDENT  OF  DOCUMENTS 


Digitized  by  the  Internet  Archive 

in  2011  with  funding  from 

Boston  Public  Library 


http://www.archive.org/details/investigationofn06unit 


INVESTIGATION  OF  THE 
NATIONAL  DEFENSE  PROGRAM 

HEARINGS 

BEFORE  A 

SPECIAL  COMMITTEE  INVESTIGATING  THE 

NATIONAL  DEFENSE  PEOGEAM 

UNITED  STATES  SENATE 

SEVENTY-SEVENTH  CONGRESS 

FIRST  SESSION 
PURSUANT  TO 

S.  Res.  71 

A   RESOLUTION   AUTHORIZING   AND    DIRECTING 

AN  INVESTIGATION  OF  THE  NATIONAL 

DEFENSE  PROGRAM 


PART  6 

JULY  15,  16,  17,  22,  23,  29,  30,  31,  AND  AUGUST  5,  19,  21,  AND  22,  1941 


WAR  DEPARTMENT'S  ACCOMPLISHMENTS  IN  FISCAL  YEAR,  1940 
EMERGENCY  SHIP  CONSTRUCTION 


SMALL  BUSINESS  IN  THE  DEFENSE  PROGRAM 


ARMY  AND  NAVY  RENTAL  OF  EQUIPMENT 


DEFENSE  PROBLEMS  IN  CALIFORNIA 


Printed  for  the  use  of  the  Special  Committee  Investigating 
the  National  Defense  Program 


UNITED   STATES 
GOVERNMENT  PRINTING  OFFICE 

311932  WASHINGTON  :  1941 


SPECIAL  COMMITTEE  INVESTIGATING  THE  NATIONAL 
DEFENSE  PROGRAM 

HARRY  S.  TRUMAN,  Missouri,  Chairman 
TOM  CONNALLY,  Texas  JOSEPH  H.  BALL,  Minnesota 

JAMBS  M.  MEAD,  New  York  RALPH  O.  BREWSTER,  Maine 

MON  C.  WALLGREN,  Washington 
CARL  A.  HATCH,  New  Mexico 

Hugh  A.  Fulton,  Chief  Counsel 

Charles  P.  Clark,  Associate  Chief  Counsel 

Marjorie  S.  Eby,  Secretary 


Lydia  Lee,  Editor 
William  A.  Heflin,  Research  Analyst 


CONTENTS 


Paga 
Barnes,  James  E.,  Washington  representative,  Todd  Shipbuilding  Corp-  1567-1578 
Bennett,   Cant.   L.   L.,  comm'ander,   Los  Angeles  District,   United   States 

Coast  Guard 1837-1840 

Bentley,  C.  H.,  president  and  general  manager,  Webb  City  &  Carterville 

Foundry  &  Machine  Works 1579-1583 

Biggers,  John  D.,  Director,  Production  Division,  Office  of  Production  Man- 
agement  , 1605-1620' 

Biscailuz,  Eugene,  sheriff,  Los  Angeles  ounty . 1813-1825 

Blakely,  Rear  Admiral  Charles  A.,  Commandant,  Eleventh  Naval  District, 

S'an  Diego,  Calif— 1835-1837 

Bowron,  Fletcher,  mayor,  Los  Angeles,  Calif 1828-1832 

Browning,  Albert  J.,  president,  United  Wall  Paper  Factories,  Inc 1621-1632 

Burke,  Milo  F.,  Coulter,  Tibbett  &  Burke '_ 1800-1802 

Carter,  Paul,  councilman,  Siera  Madre,  Calif 1793-1794 

Coffman,  Capt.  Richard  B.,  assistant  commandant.  Eleventh  Naval  Dis- 
trict, San  Diego,  Calif 1850-1852 

Douglas,  Donald  Wills,  president,  Douglas  Aircraft  Co 1853-1883 

Eccles,    Marriner    S.,    Chairman,    Board    of   Governors,    Federal   Reserve 

System 1655-1663 

Edwards,  Mr.  — ,  Los  Angeles,  Calif 1807-1808 

Farnum,  Eldon  M.,  sales  manager,  George  F.  Smith  Co 1747-1751 

Franck,  George  T.,  president,  Hercules  Foundries,  Inc 1786-1789 

Heap,  George  A.,  Engineers  and  Architects  Association  of  Southern  Cali- 
fornia  : 1795-18C0 

Henderson,  Leon,  Administrator,  Office  of  Price  Administration  and  Civil- 
ian   Supply , 1  1632-1655 

Homer,  A.  B.,  vice  president,  Bethlehem  Steel  Co 1 1549-1566 

Irving,  Gage  H.,  vice  president,  Northrop  Aircraft,  Inc 1874—1876 

Kelly,  George  L,  Pasadena,  Calif 1790-1791, 1834 

Kinclelberger,  J.  H.,  president,  North  American  Aviation  Corporation 1864-1869 

Mathews,  Capt.  James  T.,  Public  Works  Officer,  United  States  Navy—  1840-1850 

McDonald,  Mrs.  — ,  Montrose,  Calif : 1791-1793 

McDonald,  W.  J.,  Los  Angeles,  Calif 1808-1812 

McDonough,  Gordon  L.,  member,  Board  of  Supervisors,  Second  District, 

County  of  Los  Angeles,  Los  Angeles,  Calif 1781-1786 

McNairy,  C.  B.,  vice  president  and  assistant  secretary,  T.  A.  Loving  Co_  1697-1727 
Cross-examination    of,    by    Kenneth    C.    Royall,    counsel    for    T.    A. 

Loving  Co 1722-1725 

Monroe,  Robert,  director  of  purchases,  North  American  Aviation  Corpo- 
ration   1869-1874 

Olson,  Vincent  Harris,  chairman  of  board,  Port  Hueneme   Shipbuilding 

Corporation 1777-1781 

Ort,  Lt.  Comdr.  A.  A.,  Civil  Engineer  Corps,  Bureau  of  Yards  and  Docks, 

Navy  Department . 1763-1776 

O'Steen,  Cary,  secretary,  Los  Angeles  Mining  Exchange 1802-1805 

Patterson,  Hon.  Robert  P.,  Under  Secretary  of  War 1513-1548 

Pulfer*  Harry,  Montrose,  Calif 1794-1795 

Richardson,  Capt.  Robert  L,  Quartermaster  Corps,  Chief  of  Equipment 

Unit,  Purchase  and  Expediting  Section,  War  Department 1665-1696, 

1717-171S,  1731-1747 
Scattergood,  E.  F.,  advisory  engineer,  Department  of  Water  and  Power, 

Los  Angeles,  Calif 1825-1827,  1832-1833 

Simpson,  Lt.  Col.  Lawrence  L,  Quartermaster  Corps,  War  Department.  1727-1730 

III 


IV  CONTENTS 

Page 

Smith,  Harrinon,  partner,  Sanderson  &  Porter 1752-1762 

Stettinius,  Edward  R.,  Jr.,  Director  of  Priorities,   Office  of  Production 

Management 1596-1605 

Teter,  Mr.  — ,  Los  Angeles,  Calif ,. 1806-1807 

Williams,  Pierce,  special  field  representative,  Work  Projects  Administra- 
tion  , 1584-1596 

War  Departments  accomplishments  in  fiscal  year  1940 1514 

The   new  army 1516 

General  figures  on  progress 1519 

Ordnance  Department 1520 

The  Air  Corps 1526 

Quartermaster   Corps 1530 

Corps  of  Engineers 1538 

Signal    Corps , 1540 

Chemical  Warfare   Service 1542 

Medical    Department 1543 

Geographic  distribution  of  War  Department  prime  contracts 1545 

Conclusion 1547 

Description  of  Bethlehem  Steel  Co.'s  activities  and  facilities 1550 

Bethlehem's  shipbuilding  and  ship-repair  yards 1552 

Estimated  cost  of  Bethlehem  new  plant  facilities  for  defense  purposes 1554 

Work  of  the  Todd  Shipyards  Corporation   under  national-defense  pro- 
gram   1567 

Effect  of  priorities  on  small  plants , 1579 

Problems  in  defense  production 1584 

Pooling  of  productive  capacity  to  utilize  small-business  facilities 1585 

Necessity  for  giving  smaller  plants   "educational"  orders  to  spread  de- 
fense work 1588 

Farming-out  committee  suggested  for  utilization  of  small  plants 1591 

Functions  of  Priorities  Division  of  Office  of  Production  Management 1597 

Need  for  protection  of  small  business  through  subcontracting  or  pooling 1606 

Effect  of  national-defense  program  on  small  nondefense  businesses  and 

remedial  suggestions  offered 1622 

Purpose  and  functions  of  Office   of  Price  Administration   and   Civilian 

Supply 1633 

Effect  on  small  business  of  placing  defense  orders  with  large,  integrated 

companies,  and  efforts  made  to  relieve  conditions 1638 

Price   fixing 1644 

Provisions  of  Federal  Reserve  Act  for  extending  working  capital  to  small 

business 1656 

War  Department  rental  schedule  for  equipment 1667 

Recapture  of  rented  equipment  by  the  government 1668 

Question  of  purchase  of  equipment  by  the  government 1671 

Equipment-rental    contracts 1674 

Cost  of  government-rented  equipment 1679 

Estimates  of  government  equipment  requirements 1682 

Government  purchase  of  equipment 1688 

Fee  received  by  T.  A.  Loving  &  Co.  for  Fort  Bragg  construction 1697 

Rates  for  equipment  rental  at  Fort  Bragg 1700 

Formation  of  the  Equipment  Co.  by  the  T.  A.  Loving  Co 1708 

Recapture  evaluation  of  equipment 1721 

Value  of  recaptured  equipment 1731 

Rate  schedules  for  equipment  rental 1744 

Fee  received  by  Sanderson  &  Porter  for  Elwood  ordnance  plant  construc- 
tion and  operation 1753 

Personnel  organization  of  Sanderson  and  Porter 1756 

Rental  of  equipment  by  the  Navy "  1763 

Lack  of  recapture  clause  in  Navy  rental  agreements — excessive  rentals 

paid 1767 

Lack  of  cooperation  from  government  agencies  in  proposed  California 

shipyard 1777 

Proposed  construction  of  Los  Angeles  River  freeway - 1781 

Effect  of  monopoly,  priorities,  and  lack  of  subcontracting  on  small  busi- 
ness   1786 

Reasons  against  removal  of  Angeles  Crest,  Calif.,  Civilian  Conservation 

Corps  Camp 1790 


CONTENTS  V 

Page 

Handling  of  defense  contracts 1795 

Problem  of  obtaining  government  financing  for  new  defense  industries —  1800 

Question  of  adequate  power  and  plant  protection  in  the  Los  Angeles  area_  1813 

Question  of  adequate  protection  for  Los  Angeles  harbor  area 1835, 1850 

Naval  defense  housing  program  in  San  Diego  and  Long  Beach 1840 

Problems  of  aircraft  construction  on  the  Pacific  Coast 1853 

Schedule  and  summary  of  exhibits vi 

Tuesday,   July  15,  1941 1513 

Wednesday,  July  16,  1941 1549 

Thursday,  July  17,   1941 1567 

Tuesday  July  22,  1941 1579 

Wednesday,  July  23,  1941 1621 

Tuesday,  July  29,  1941 1665 

Wednesday,  July  30,  1941 1697 

Thursday,  July  31,  1941 1731 

Tuesday,  August  5,  1941 1763 

Tuesday,  August  19,  1941 1777 

Thursday,  August  21,  1941 1813 

Friday,  August  22,  1941 1853 

Appendix 1877 

Supplemental  data 1941 

Index1 I 


'Name  and  company  only,  a  consolidated  subject-matter  index  will  appear  in  the  final 
volume  of  these  hearings. 


SCHEDULE   OF  EXHIBITS 


Number  and  summary  of  exhibits 

Intro- 
duced 
at  page 

Appears 
on  page 

86.  Table:    Bethlehem  Steel  Co.  shipbuilding  and  ship  repair, 
facilities 

1558 
1613 
1613 

1633 

1674 
1676 

1705 

1720 

1762 

1877 

87.  Chart:    Expansion  of  production  by  use  of  subcontractors 

in  procurement  of  small  arms  and  ammunition  machinery. 

88.  Map:    Defense  contract  service  regions  of  Office  of  Produc- 

tion Management 

Facing 
1878 

1878 

89.  Executive  order,  dated  April  11,  1941,  establishing  the  Office 
of  Price  Administration  and  Civilian  Supply  in  the  Exec- 
utive Office  of  the  President  and  defending  its  functions 
and  duties   _  _                                             _ 

1879 

90.  United  States  Army  equipment  rental  agreement  with  re- 
capture provision  for  use  under  cost-plus-a-fixed-fee  con- 
tract 

1881 

91.  United   States   Army   standard  form   of  equipment   rental 
agreement 

1886 

92.  Cost-plus-a-fixed-fee  construction  contract,   dated  Septem- 
ber 9,  1940,  between  War  Department  and  T.  A.  Loving 
Co.,  for  construction  of  Fort  Bragg,  N.  C     _ 

1889 

93.  Article  7  of  plant  and  equipment  contract  between  T.  A. 
Loving  and  Navy  Department  for  construction  of  Ma- 
rine Air  Base  in  North  Carolina 

1912 

94.  Letter,    dated    May    15,    1941,    to    Hugh   A.    Fulton,    chief 

counsel  of  committee,  from  R.   S.   Hamill  of  Sanderson 

and  Porter  in  answer  to  committee's  questionnaire 

95-  Entered  in  the  record  during  hearings  held  August  6,  7,  12, 

100.       and   13,   1941,  and  appear  with  the  testimony  on  those 

days  in  Hearings,  Part  7 

1913 

101.  Report  on  the  feasibility  of  a  freeway  along  the  channel  of 

the  Los  Angeles  River,  Calif.,  dated  July  1941 

102.  Telegram,  dated  August  13,  1941,  from  the  Altadena  Citi- 

zens Association  to  the  committee  regarding  retention  of 
certain  California  Civilian  Conservation  Corps  camps 

103.  Letter,    dated    August    15,    1941,   from    George    L.    Kelley, 

Pasadena  safety  chairman,  to  Senator  Mon  C.  Wallgren, 
regarding  retention  of  certain   California   Civilian   Con- 
servation Corps  camps 

1785 
1791 

1791 

1791 
1791 

1791 
1791 

1938 
1948 

1949 

104.  Letter,    dated    August    7,    1941,    from    George    L.    Kelley, 
Pasadena  safety  chairman,  to  Stephen  Early,  secretary 
to    President    Roosevelt,    regarding   retention   of   certain 
California  Civilian  Conservation  Corps  camps 

1949 

105.  Letter,  dated  August  7T  1941,  from  George  L.  Kelley,  Pasa- 

dena safety  chairman,  to  President  Franklin  D.  Roosevelt, 
regarding  retention  of  certain  California  C.  C.  C.  camps- . 

106.  Letter,  dated  July  8,  1941,  from  Cecil  F.  Martin,  chairman, 

conservation    committee,    Pasadena    Chamber    of    Com- 
merce,    to     William     Dunkerley,     secretary,     Pasadena 
Chamber  of   Commerce,   regarding   retention   of   certain 
Civilian  Conservation  Corps  camps     _ 

1951 
1951 

107.  Letter,    dated   August    11,    1941,   from    George   L.    Kelley, 
Pasadena  safety  chairman,  to  Board  of  Supervisors,  Los 
Angeles  County,  regarding  retention  of  certain  California 
Civilian  Conservation  Corps  camps -      ._ 

1951 

VI 


SCHEDULE    OF    EXHIBITS 


VII 


Number  and  summary  of  exhibits 


108.  Letter,  dated  August  19,  1941,  from  H.  A.  Van  Norman, 

chief  engineer  and  general  manager  of  water  works,  De- 
partment of  Water  and  Power,  Los  Angeles,  Calif.,  to 
the  committee  regarding  the  water  supply  of  the  city  of 
Los  Angeles 

109.  Tabulation    of    reservoir    and    tank   data  for  the   city   of 

Los  Angeles,  submitted  by  H.  A.  Van  Norman,  chief  en- 
gineer and  general  manager  of  waterworks,  Department 
of  Water  and  Power,  Los  Angeles,  Calif 

110.  Statement  prepared  by   Donald   Wills   Douglas,   president 

Douglas  Aircraft  Co.,  regarding  factors  involved  in  that 
company's  undertakings  for  defense 

116.  Letter,  dated  September  5,  1941,  from  Fletcher  Bowron, 
mayor  of  Los  Angeles,  Calif.,  regarding  measures  taken  for 
protection  of  Los  Angeles  Harbor,  entered  in  the  record 
during  hearings  held  on  September  12,  1941 


SUPPLEMENTAL  DATA 

Unnumbered.  Letter,  dated  September  4,  1941,  from  Capt. 
Robert  L.  Richardson,  Quartermaster  Corps  to 
the  committee  enclosing  copies  of  Associated 
Equipment  Distributors  uniform  lease  contract 
and  uniform  privilege  of  purchase  option 

Unnumbered.  Letter,  undated,  from  Capt.  J.  T.  Mathews,  Civil 
Engineer  Corps,  United  States  Navy,  to  the. 
committee,  regarding  low  cost  defense  housing  in 
San  Diego  and  Long  Beach,  Calif ,._ 


Intro- 
duced 
at  page 


1827 

1827 
1861 


Appears 
on  page 


1952 


0) 


1860- 
1861 


1954 


1957 


1962 


1  On  file  with  the  committee. 


INVESTIGATION  OF  NATIONAL  DEFENSE  PBOGBAM 


TUESDAY,  JULY   15,   1941 

United  States  Senate, 
Special  Committee  Investigating  the 

National  Defense  Program, 

Washington,  D.  G. 

The  committee  met  at  10:36  a.  m.,  pursuant  to  adjournment  on 
Wednesday,  July  9, 1941,  in  room  318,  Senate  Office  Building,  Senator 
Harry  S.  Truman  presiding. 

Present :  Senators  Harry  S.  Truman,  chairman ;  Tom  Connally,  and 
James  M.  Mead. 

Present  also :  Hugh  A.  Fulton,  chief  counsel. 

The  Chairman.  The  committee  will  come  to  order. 

Mr.  Secretary,  you  are  here  for  the  purpose  of  making  a  statement 
for  us.    You  may  proceed  with  it,  if  you  please. 

TESTIMONY  OF  HON.  ROBERT  P.  PATTERSON,  UNDER  SECRETARY 

OF  WAR x 

Mr.  Patterson.  Thank  you,  Senator  Truman.  My  statement  is 
somewhat  lengthy.  In  fact,  there  are  many  statements  here.  Perhaps 
they  will  be  of  value  to  the  committee,  however.  It  may  be  the  case, 
in  regard  to  these  statements  that  appear  here,  the  information  that  I 
am  about  to  give  to  the  committee,  that  "many  are  called  but  few  are 
chosen."  ' 

I  am  glad  to  have  this  opportunity  to  appear  before  your  committee 
to  make  a  statement  concerning  actual  accomplishment  in  Army  pro- 
curement during  the  fiscal  year  which  ended  on  June  30, 1941. 

There  is  a  natural  tendency  in  investigations  of  this  character  to 
emphasize  the  shortcomings  of  those  who  have  been  carrying  out  a 
program  and  to  ignore  the  record  of  their  accomplishment.  I  appre- 
ciate that  your  committee  has  striven  to  avoid  such  a  result  and  that 
.you  have  bent  your  efforts  toward  making  this  inquiry  a  constructive 
one  and  toward  assisting  the  Army  in  meeting  its  many  problems. 

The  tremendous  task  suddenly  imposed  in  the  summer  and  fall  of 
1940  upon  our  small  Army  Establishment  could  not  be  performed  over- 
night, nor  could  it  be  carried  out  with  absolute  perfection.  Without 
doubt,  errors  in  judgment  have  been  committed  and  there  are  some 
things  which  we  have  done  which,  in  the  light  of  experience  or  in  the 
absence  of  pressing  requirements  of  speed,  we  would  have  done  dif- 
ferently.   But  a  singling  out  of  our  mistakes  or  failures  to  the  exclu- 

1  For  previous  testimony  of  Secretary  Patterson  before  this  committee,  see  Hearings, 
Parts  1  and  5. 
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sion  of  proportionate  consideration  of  our  correct  decisions  and  suc- 
cesses would  create  a  distortion,  not  only  unfair  to  the  War  Depart- 
ment and  discouraging  to  our  citizens,  but  stimulating  beyond  fair 
warrant  to  the  morale  of  those  who  do  not  wish  us  well. 

I  understand  that  I  have  been  called  here  today  so  that  an  over-all 
picture  of  the  work  of  the  War  Department  during  the  last  year  may 
be  presented  to  you.  In  my  first  statement  to  this  committee,1  made  in 
April,  I  attempted  to  show  the  organization  which  the  Army  had  set 
up  in  order  to  obtain  its  materiel  and  the  methods  of  procurement 
which  were  pursued. 

WAR    DEPARTMENT'S    ACCOMPLISHMENTS    IN    FISCAL    YEAR    1940 

Mr.  Patterson.  I  shall  take  this  opportunity  to  go  more  fully  into 
what  the  Army  has  accomplished  in  the  fiscal  year  recently  completed 
and  what  its  prospects  are  for  further  achievement  during  the  coming 
months.  The  committee  is  entitled  to  this  information,  and  the  Ameri- 
can people  should  know  about  it. 

I  am  limited  in  one  respect  in  making  a  full  report  of  this  nature. 
Military  secrecy  is  a  difficult  thing  to  achieve  in  a  democracy,  and  yet 
it  is  of  the  utmost  importance  that  those  who  have  hostile  designs  be 
afforded  as  little  valuable  information  as  possible.  The  War  Depart- 
ment has  zealously  guarded  against  public  disclosure  of  many  essential 
details  of  its  plans.  To  a  military  expert,  disclosure  of  the  amount  of 
equipment  affords  a  vital  source  of  deduction  as  to  contemplated  de- 
fensive or  offensive  measures  with  a  corresponding  increased  ability 
to  counteract  those  measures.  With  this  in  mind,  I  shall,  in  many 
instances,  omit  detailed  statistics  as  to  supplies  of  aircraft,  guns,  and 
ammunition.  Furthermore,  a  detailed  disclosure  as  to  the  nature  and 
amounts  of  equipment  sent  to  the  British  or  to  others  under  the  defense 
aid  program  would  materially  assist  the  Axis  Powers  in  the  disposition 
of  their  own  armed  forces. 

In  making  this  report,  I  wish  to  avoid  in  any  way  misleading  you  as 
to  our  state  of  preparedness  for  modern  total  war.  We  must  remem- 
ber that  when,  in  June  1940,  France  fell  and  the  British  retreated  from 
Dunkerque,  the  United  States  was  almost  wholly  unprepared  for  a 
large-scale  war  on  land  and  in  the  air.  To  be  sure,  we  had  a  small 
Regular  Army  with  able  officers,  and  a  large  Officers'  Reserve  force. 
To  be  sure,  we  had  a  National  Guard  which  had  some  equipment  and 
some  training.  We  also  had  considerable  basic  equipment,  including 
a  small  number  of  aircraft.  But  we  had  neither  a  supply,  nor  even  the 
source  of  supply,  of  munitions  and  airplanes  and  guns  and. tanks  in 
anything  like  the  quantities  required  for  present-day  warfare.  Man-" 
power  had  to  be  augmented  and,  at  the  same  time,  weapons  procured 
to  make  such  manpower  effective. 

Outside  of  a  few  Army  arsenals,  we  had  practically  no  munitions 
industry  in  America.  Production  of  military  aircraft  in  large  quan- 
tities was  unknown  to  our  manufacturers.  We  had  in  our  country 
the  greatest  productive  capacity  in  the  world,  but  it  had  been  designed 
and  was  being  used  to  produce  commodities  needed  by  the  civilian 
population  in  time  of  peace.  We  were  proud  of  our  lack  of  mili- 
tarism and  of  the  fact  that  our  industry  was  producing  not  only  butter 

1  See  Hearings,  Part  1. 
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but  a  myriad  of  other  useful  products,  instead  of  being  concentrated 
upon  guns  and  other  armament. 

This  peaceful  situation  in  the  United  States  was  abruptly  brought 
to  an  end  in  the  early  summer  of  1940.  The  Congress  and  the  people 
suddenly  realized  our  danger  from  the  conquering  totalitarian  armies 
of  Europe.  It  was  determined  to  increase  our  Army  to  1,400,000 
men  and  to  provide  all  essential  items  for  such  an  Army,  together 
with  means  of  supply  critical  items  for  an  Army  of  2,000,000  men. 
While  some  appropriations  were  made  in  the  early  summer,  it  was  not 
until  the  end  of  August,  when  the  Congress  decided  to  call  the  Na- 
tional Guard  into  Federal  service,  and  the  middle  of  September,  when 
the  Selective  Service  Act  was  passed,  that  the  Army  knew  what  its 
size  would  be  or  received  appropriations  sufficient  to  commence  hous- 
ing and  equipping  itself. 

So  it  is  less  than  a  year  ago  that  the  Army's  task  was  assigned  to  it. 
In  the  intervening  period  we  have  made  great  progress.  I  do  not  claim 
that  America  as  yet  is  adequately  armed  or  prepared  or  that  we  have 
become  a  thoroughly  stocked  and  sufficiently  productive  arsenal  for 
ourselves  and  for  the  other  democratic  nations  as  well.  But  we  have 
gone  a  good  distance.  Before  long  the  work  which  we  have  already 
done  in  planning  and  ordering  equipment  and  in  providing  manu- 
facturing facilities  will  produce  in  ever-increasing  measure  the  results 
which  we  all  desire. 

Our  plans  from  the  start  of  the  emergency  have  called  for  modern 
equipment  equal  and  superior  to  what  is  being  used  in  Europe.  We 
have  been  asking  for  appropriations  in  increasing  amounts  and  are 
placing  orders  for  additional  ordnance  and  aircraft.  We  must  bear 
in  mind  that  for  total  warfare  of  the  kind  raging  in  Europe  today 
we  can  never  have  enough  munitions. 

Speed  in  procurement  of  armament  has  been  the  controlling  factor 
during  the  last  year  in  each  decision  the  War  Department  has  made. 
I  realize  that  to  many  it  seems  of  great  importance  that  the  expendi- 
ture of  funds  for  our  military  effort  should  be  distributed  widely  over 
the  country  and  that  small  manufacturers,  as  well  as  large,  should  be 
given  a  chance  to  share  in  the  program.  All  this  is  desirable  and,  as 
I  shall  point  out,  we  are  doing  what  we  can  thus  to  spread  the  load. 
But  the  prime  need  has  been  to  acquire  the  necessary  equipment  as 
speedily  as  possible  where  it  could  best  be  obtained,  in  order  that  our 
almost  defenseless  situation  of  a  year  ago  might  be  changed  to  a  situa- 
tion of  adequate  preparedness.  If  maximum  production  of  aircraft 
of  a  certain  type  would  have  been  accomplished  by  giving  all  of  the 
contracts  to  a  single  manufacturer,  we  would  have  been  justified  in 
doing  that.  If  maximum  production  of  aircraft  could  have  been  ob- 
tained by  parceling  out  the  manufacture  of  every  component  part  to 
every  machine-tool  operator  in  the  country,  we  would  have  been  justi- 
fied in  doing  that.  If  weapons  and  ammunition  could  have  been  pur- 
chased expeditiously  from  manufacturers  evenly  divided  among  all 
the  States  in  the  Union,  we  would  have  bought  our  supplies  from 
them.  If,  on  the  other  hand,  this  country  had  had  a  Vickers  Co.,  or 
a  Krupp  factory,  or  a  Skoda  works,  or  a  Schneider  arsenal,  we  would 
not  have  hesitated  to  use  it. 

I  need  not  tell  this  committee  that  the  defense  effort  is  a  serious 
business.     It  is  the  most  serious  business  we  have.     Our  entire  safety 
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and  our  future  depend  upon  our  preparation.  We  have  tried  to  save 
money,  and  we  have  tried  to  divide  the  burden  and  distribute  the 
awards  throughout  the  country  so  far  as  possible.  But  preparation  for 
defense  is  the  worst  possible  vehicle  for  relieving  economic  and  social 
conditions.  We  should  never  be  forgiven  if,  for  the  sake  of  avoiding 
economic  interruptions  or  for  the  sake  of  aiding  certain  regions  or  cer- 
tain types  of  industrial  endeavor,  we  failed  to  utilize  and  to  extend 
existing  industry  wherever  that  course  was  the  quickest  and  surest 
method  of  getting  the  most  and  the  best  weapons  for  our  troops. 

Preparation  for  defense  necessarily  dislocates  industry.  We  cannot 
initiate  a  great  war  effort  and  continue  to  have  peacetime  industry 
functioning  as  usual.  Certain  materials  become  scare  and  must,  as  to 
all  or  a  greater  part  thereof,  be  used  for  defense  purposes.  Skilled 
labor  and  machine  tools  are  required,  which  can  only  in  part  be  secured 
without  affecting  civilian  supply.  However  well  production  is 
planned,  there  is  bound  to  be  some  migration  of  labor. 

Necessarily,  too,  preparation  for  defense  dislocates  civilian  supply. 
I  doubt  if  more  than  15  percent  of  America's  productive  effort  is  de- 
voted to  defense  work.  If  we  expect  to  equal  and  surpass  other  coun- 
tries, far  more  of  our  machines  and  labor  must  be  placed  at  the  service 
of  the  War  Department  and  the  Navy  Department.  Stepped-up  pro- 
duction under  prior  authorizations  and  appropriations,  and  those  being 
made  for  the  coming  fiscal  year,  will  do  much  to  increase  the  percent- 
age of  defense  effort  placed  upon  industry.  This  will  inevitably  mean 
fewer  civilian  automobiles,  refrigerators,  and  so  on.  It  will  mean  the 
use  of  substitutes  in  nondefense  products.  But  as  defense  production 
gradually  increases,  there  will  be  a  constant  spreading  of  contracts  and 
subcontracts  to  industries  not  heretofore  employed  in  defense  and 
this  will,  to  a  great  extent  relieve  idleness  in  such  industries. 

THE   NEW   ARMY 

Mr.  Patterson.  During  the  year  that  I  have  served  in  the  War  De- 
partment I  have  had  the  cooperation  of  all  of  its  personnel,  military 
and  civilian.  I  did  not  find  an  Army  composed  of  men  without  ideas 
or  plans,  as  some  critics  imply.  The  leaders  did  not  look  back  to  1917. 
They  knew  the  weapons  needed  for  modern  warfare.  They  had  care- 
fully prepared  plans  for  industrial  mobilization.  They  were  profiting 
by  what  had  been  developed  out  of  the  war  in  Europe.  They  have 
worked  with  singleness  of  purpose  and  with  vision. 

The  kind  of  an  Army  which  we  intend  to  have,  of  course,  governs 
the  materiel  to  be  procured.  It  is  our  plan  to  provide  an  Army  organ- 
ized and  equipped  for  modern  warfare  superior  in  equipment  to  that 
of  any  other  nation. 

The  large  Army  establishment  at  the  end  of  the  last  World  War 
was  quickly  liquidated,  and  facilities  for  supplying  the  Army  were, 
for  the  most  part,  disposed  of.  In  the  1920's  appropriations  limited 
the  Regular  Army  to  118,000  men  and  12,000  officers.  In  July  1939, 
shortly  before  the  outbreak  of  war  in  Europe,  the  Eegular  Army  con- 
sisted of  174,000  soldiers  scattered  among  130  Army  posts  in  the  con- 
tinental United  States  and  in  the  five  overseas  garrisons.  _  The  only 
division  concentrated  at  one  post  was  at  Schofield  Barracks  in  Hawaii. 
At  that  time  there  was  one  mechanized  brigade  of  the  strength  of 
2,300  men,  and  three  tank  regiments  of  a  total  of  about  1,400  men.    At 
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this  same  date  the  Air  Corps  consisted  of  17,000  men,  and  the  planes 
on  hand  amounted  to  1,450  tactical  planes  and  375  training  planes. 
The  Air  Corps  was  turning  out  800  pilots  a  year.  There  were  no 
Army  troops,  no  corps  troops,  no  corps  artillery.  This  was  our  estab- 
lishment, in  contrast  to  the  great  organized  and  mechanized  armies  of 
Germany  and  other  European  countries,  with  their  large  and  increas- 
ing air  corps. 

For  the  fiscal  year  beginning  July  1,  1939,  Congress  increased  the 
Army  to  210,000  men,  and,  by  Executive  order  of  September  8,  1939, 
after  the  outbreak  of  the  war  in  Europe,  the  strength  was  increased  to 
227,000  men,  which  increase  was  realized  by  January  31,  1940,  a  few 
months  before  Hitler's  successful  blitzkrieg  into  the  low  countries 
and  France.  The  increases  between  July  1,  1939,  and  the  first  part  of 
1910  were  used  to  build  up  our  overseas  garrisons,  to  expand  the  Air 
Corps  and  to  create  two  incomplete  sets  of  corps  troops. 

On  June  13,  1940,  when  the  fall  of  France  was  imminent,  the  Kegu- 
lar  Army  was  authorized  to  increase  to  280,000,  being  the  number  con- 
templated by  the  National  Defense  Act  of  1920.  There  had  previously 
been  organized  some  skeleton  triangular  divisions,  and  this  permitted 
the  increase  of  our  triangular  divisions  from  five  to  eight,  and  the  or- 
ganization of  our  first  armored  division.  It  also  permitted  the  bring- 
ing of  the  Air  Corps  to  a  25-group  program  of  105  tactical  squadrons. 
The  act  of  June  13,  1940,  increased  the  rate  of  pilot  training  to  7,000 
a  year  and  permitted  the  expansion  of  existing  schools. 

Later,  in  the  month  of  June  1940,  the  Regular  Army  was  increased 
to  375,000  men.  The  calling  of  the  National  Guard  into  Federal 
Service  and  the  passage  of  the  Selective  Service  Act  made  it  possible  to 
bring  up  the  existing  divisions  to  war  strength  and  to  create  additional 
triangular  divisions  and  motorized  divisions.  A  second  armored  divi- 
sion was  organized,  and  the  Air  Corps  was  increased  to  41  groups  of 
166  tactical  squadrons. 

I  might  digress  there  for  a  moment,  gentlemen,  to  say  that  we  could 
not  have  carried  out  our  training  program  for  pilots  for  the  Air  Corps 
without  the  measure  which  was  adopted  about  a  year  ago  of  taking  on 
civilian  schools  giving  the  primary  training  to  the  Flying  Cadets  who 
were  taken  on  by  the  Air  Corps.  The  War  Department  took  the  inno- 
vation, at  the  time,  of  making  contracts  with  quite  a  number  of  civilian 
schools  for  the  training  of  air  pilots.  That  only  applied  at  first  to 
primary  training.  As  you  know,  the  pilots  go  through  three  courses, 
primary,  basic,  and  advanced,  and  the  civilian  schools  wore  in  the  pri- 
mary training  course. 

The  Chairman.  How  long  does  it  take  to  make  a  pilot,  Mr.  Secre- 
tary? 

Mr.  Patterson.  About  6  months. 

The  Chairman.  Six  months.  That  takes  place  through  all  three 
courses  ? 

Mr.  Patterson.  Yes,  sir.  Each  of  those  courses  covers  10  weeks. 
Quite  recently  we  have  taken  on  contracts  with  some  civilian  schools 
in  the  basic  course,  but  that  is  a  very  recent  development.  ,  I  think  it  is 
safe  to  say  that  we  could  not  have  handled  the  quick  expansion  required 
in  the  training  of  pilots,  Flying  Cadets,  without  that  assistance  we  got 
from  the  contracts  with  the  civilian  schools.  It  was  a  quick  program 
that  was  necessary,  and  we  met  it  by  taking  on  the  civilian  schools. 
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There  are  Army  officers  with  those  civilian  schools,  and  they  pass  upon 
the  qualification  of  Flying  Cadets  at  the  close  of  the  primary  course. 
The  Army  supplies  all  equipment  for  those  flying  schools,  the  civilian 
schools.  The  primary  trainers  that  they  use  at  those  schools  are  sup- 
plied by  the  War  Department,  but  the  instruction  and  the  headquarters 
and  the  various  facilities  on  the  ground  are  provided  by  the  civilian 
schools  themselves. 

I  can't  give  you  the  number  of  civilian  schools  we  have  on  the 
program  now.  Some  time  ago  I  think  it  was  28,  and  they  are  scattered 
pretty  well  over  the  United  States,  mainly  in  the  South  and  Southwest 
on  account  of  the  climate  there,  which  permits  training  in  winter. 

At  the  present  time  the  active  Army  consists  of  nearly  1,500,000 
soldiers.  We  have  nine  triangular  divisions,  one  of  which  is  completely 
motorized — that  is  the  Fourth  Division,  down  in  Fort  Benning — 18 
square  divisions,  being  the  National  Guard  divisions ;  2  cavalry  divi- 
sions, 4  armored  divisions,  and  additional  corps  and  Army  troops  and 
General  Headquarters  Reserve,  including  field  artillery,  coast  artillery, 
hospital,  quartermaster,  and  other  special  troops.  We  also  have  strong 
garrisons  in  the  Philippines,  Hawaii,  Alaska,  Panama,  and  Puerto 
Rico,  as  well  as  in  the  new  island  bases.  The  Air  Corps  has  167,600 
in  its  enlisted  strength  and  has  increased  its  rate  of  pilot  training  to 
30,000  a  year. 

This  increased  Army  has,  of  course,  not  yet  reached  its  final  form, 
even  for  the  present  number  in  the  service.  The  formation  of  addi- 
tional armored  divisions  and  the  achievement  of  greater  motorization 
awaits  the  procurement  of  the  necessary  modern  equipment.  While 
the  increase  in  personnel  since  July  1,  1940,  has  been  sixfold,  increase 
in  materiel  will  be  at  least  thirtyfold.  This  will  give  some  indication 
of  the  task  imposed  on  the  War  Department  and  upon  American  in- 
dustry. Our  goal  is  not  yet  achieved,  but  we  are  working  with  all  the 
speed  that  we  can.  We  know  that  every  day  and  every  hour  counts. 
We  are  now  partially  ready,  and  we  hope  to  be  completely  ready  when 
called  upon. 

I  mentioned  a  moment  ago  the  armored  divisions.  We  have  four  at 
present,  the  latter  two  being,  however,  short  in  equipment.  We  plan 
on  the  organization  of  two  more  shortly,  and  two  more  thereafter, 
making  eight  for  which  we  have  present  plans.  Under  the  estimates 
we  have  now  in  Congress,  we  will  have  the  materiel  for  a  great  many 
more  armored  divisions  than  the  original  eight  now  contemplated. 

Senator  Connallt.  Let  me  ask  you  a  question  there  about  armored 
divisions.    How  do  the  armored  divisions  differ  from  the  tank? 

Mr.  Patterson.  They  are  the  same  thing. 

Senator  Connallt.  That  is  what  I  had  in  mind.  They  use  both 
terms  frequently  in  the  press  and  otherwise ;  they  speak  of  tank  divi- 
sions and  then  of  armored  divisions. 

Mr.  Patterson.  They  are  the  same  thing. 

Senator  Connallt.  The  tank  division  is  an  armored  division? 

Mr.  Patterson.  Yes,  sir. 

Senator  Connallt.  And  vice  versa  ? 

Mr.  Patterson.  I  think  there  may  be  some  confusion  arising  from 
the  use  of  the  word  "motorized"  division,  which  is  different. 

Senator  Connallt.  Of  course,  a  motorized  division  could  have  a  di- 
vision which  had  trucks  to  carry  the  men  forward. 
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Mr.  Patterson.  Yes,  sir ;  scout  cars. 

Senator  Connallt.  And  things  of  that  kind. 

The  Chairman.  Is  the  armored  division  the  same  as  the  German 
panzer  division? 

Mr.  Patterson.  Yes,  sir. 

Senator  Connallt.  Well,  doesn't  a  panzer  division  include  the 
air  corps  that  goes  ahead  and  the  follow-up  with  the  tanks? 

Mr.  Patterson.  I  think  they  apply  the  word  "panzer"  division  to 
the  troops  in  the  tanks.  I  think  the  arrangement  in  the  German 
Army  is  that  they  have  tactical  units  of  their  air  force  attached  to 
the  panzer  divisions  for  a  particular  task,  as  I  understand  it,  and 
under  the  command,  for  the  time  being,  at  any  rate,  of  the  com- 
manders of  the  panzer  divisions. 

general  figures  on  progress 

Mr.  Patterson.  It  is  difficult  to  arrive  at  a  figure  which  will  cor- 
rectly indicate  what  part  of  the  program  set-up  for  the  fiscal  year 
1941  has  been  completed.  For  example,  a  relatively  small  amount  of 
powder  has  been  delivered  up  to  the  present  time,  but  three  new 
powder  plants  have  been  under  construction  during  the  year,  two  of 
which  are  now  turning  out  powder  and  will  soon  reach  full  pro- 
duction. That  "soon,"  I  realize,  is  a  rather  elastic  word.  They  will 
reach  actual  production,  our  best  indications  are  now,  in  August.  A 
similar  situation  exists  with  regard  to  a  number  of  other  items,  such 
as  small  arms  ammunition.  In  other  words,  facilities  had  to  be 
created  before  production  could  start.  The  construction  work  is 
largely  done,  and  production  from  now  on  will  rapidly  increase. 

Of  course,  the  first  job  in  the  War  Department  has  been  to  obligate 
the  funds  authorized  by  the  Congress.  From  time  to  time  there  has 
been  criticism  that  much  of  the  materiel  is  merely  "on  order."  How- 
ever, equipment  does  not  automatically  reach  the  "on  order"  stage. 
To  order  billions  of  dollars  of  construction,  new  facilities  and  sup- 
plies is  in  itself  a  huge  undertaking.  Specifications  have  to  be  pre- 
pared ;  bids,  either  formal  or  informal,  sought ;  contractors  found  who 
are  able  and  willing  to  perform;  quantities,  sites,  and  prices 
determined. 

At  the  beginning  of  the  fiscal  year  1941,  practically  all  of  the 
moneys  available  to  the  War  Department  out  of  1940  appropriations 
had  been  obligated.  As  large  additional  appropriations  and  contract 
authorizations  became  available  during  the  year,  the  money  was  obli- 
gated under  contracts  with  great  rapidity. 

I  might  divert  there  for  a  moment  and  say  that  during  the  month 
of  June  1941,  just  completed,  the  War  Department  obligated  prac- 
tically $5,000,000,000  worth  of  appropriated  funds.  The  greater  part 
of  that  was  on  direct  appropriations,  but  a  very  substantial  part  of 
it  was  also  under  defense-aid  appropriations.  That  is  by  all  odds 
the  heaviest  volume  of  business  ever  done  by  the  War  Department  in 
its  whole  history. 

During  most  of  the  time,  in  spite  of  supplemental  and  additional 
appropriations,  the  War  Department  had  90  percent  or  more  of  its 
appropriations  and  contract  authorizations  let  on  contract,  formal  or 
informal.    When,  however,  in  April  we  received  the  large  fifth  sup- 
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plemental  appropriation  and  a  large  allocation  for  defense  aid  under 
the  lend-lease  appropration,  there  was  a  period  up  to  the  latter  part 
of  June  when  we  had  not  caught  up  in  our  contracts  with  our  author- 
ized task.  Nevertheless,  I  am  able  to  report  that  as  of  the  end  of  the 
fiscal  year  a  week  ago,  we  had  obligated  in  contracts  for  new  facilities, 
construction  and  supplies,  nearly  $11,000,000,000  out  of  the  $11,400,- 
000,000  available  to  the  War  Department  from  regular  military  appro- 
priations. 

Some  of  the  defense-aid  appropriations  available  at  the  end  of  the 
fiscal  year  were  not  obligated  for  the  reason  that  we  have  been  awaiting 
specifications  on  some  items  as  to  the  needs  of  Great  Britain  and  others 
to  whom  the  supplies  are  to  be  delivered. 

As  to  deliveries  of  supplies  and  construction  completed,  I  can  give 
you  some  idea  of  the  speed-up  in  accomplishment  by  informing  you 
that  the  War  Department  expenditures  in  the  first  quarter  of  the  fiscal 
year  recently  completed  were  running  at  an  average  of  $3,600,000  per 
working  day.  In  the  second  quarter  the  expenditures  increased  to 
$8,800,000  per  day.  In  the  third  quarter  they  increased  to  $18,800,000 
dollars  per  day,  and  in  the  fourth  quarter  recently  ended  the  amount 
expended  per  working  day  was  $20,900,000.  In  other  words,  the  rate 
of  expenditure  increased  six  times. 

I  shall  now  review  the  work  of  the  Supply  Anns  and  Services. 

ORDNANCE  DEPARTMENT 

Mr.  Patterson.  The  Ordnance  Department  is  responsible  for  the 
design,  development,  and  procurement  of  almost  every  offensive  and 
defensive  weapon  required  for  the  military  forces — artillery,  rifles, 
ammunition,  machine  guns,  tanks,  bombs,  and  so  forth.  This  depart- 
ment operates  in  a  field  in  which  there  is  very  little  commercial  pro- 
duction of  the  numerous  kinds  of  technical  equipment  needed  in  mod- 
ern warfare.  The  absence  of  a  munitions  industry  in  America  has 
been  our  greatest  lack. 

The  Ordnance  Department  was  prepared  for  its  task.  It  was  decen- 
tralized into  13  districts  controlled  from  the  Washington  office.  It 
was  managing  6  manufacturing  arsenals. 

From  1923  to  1938  appropriations  for  ordnance  were  so  small  as  to 
preclude  the  placement  of  substantial  orders  with  private  industry. 
Hence  the  major  part  of  the  ordnance  equipment  and  ammunition  au- 
thorized by  Congress  during  the  years  of  small  appropriations  was 
produced  by  the  Department's  arsenals — Frankford,  at  Philadelphia; 
Picatinny,  at  Dover,  N.  J. ;  Kock  Island,  at  Rock  Island,  111. ;  Spring- 
field, at  Springfield,  Mass. ;  Watertown,  at  Watertown,  Mass. ;  Water- 
vliet,  at  Watervliet,  N.  Y. 

In  1939  and  1940  the  Congress  increased  the  appropriations  for  new 
ordnance  equipment  and  ammunition,  the  total  appropriated  for  ma- 
terial for  the  fiscal  year  1940  being  $135,000,000.  This  gave  the  Ord- 
nance Department  the  chance  to  lay  the  groundwork  for  its  enhanced 
program  of  the  year  1941.  Educational  orders  were  authorized  for 
1939  and  1940,  and  a  number  of  such  orders  were  placed,  81  being  placed 
with  70  different  contractors  out  of  1940  funds.  The  experience  in 
tooling  up  thus  provided  gave  the  Department  a  start  when  the  emer- 
gency developed  in  the  summer  of  1940. 
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The  $135,000,000  appropriated  for  1940  was  divided  approximately 
half  and  half  between  the  arsenals  and  private  industry,  but  the  ar- 
senals in  turn  placed  approximately  half  of  their  money  with  pri- 
vate industry  for  materials  and  components.  Thus  the  total  or- 
ders to  private  industry  for  that  year  were  nearly  $100,000,000. 

The  Ordnance  Department  has  long  recognized  that  new  produc- 
tion facilities  would  be  required  for  certain  highly  technical  items 
and  processes  for  which  facilities  were  largely  nonexistent  in  our 
civilian  industry;  for  example,  smokeless  powder,  TNT,  ammonia, 
small-arms  ammunition,  and  plants  for  loading  artillery  ammunition. 
Plans  for  the  establishment  of  such  manufacturing  plants  were  de- 
veloped over  preceding  years.  Three  years  ago  the  Congress  recog- 
nized the  critical  nature  of  these  materials  and  appropriated  funds 
for  the  procurement  of  some  of  the  highly  specialized  machinery 
required  for  the  production  of  powder  and  small-arms  ammunition 
and  for  the  operation  of  loading  plants.  The  reserve  machinery  thus 
procured  was  of  immeasurable  value. 

The  Ordnance  Department,,  by  the  way,  has  been  engaged  for 
months  in  leasing  out  machines  to  industries  which  have  produc- 
tion orders  with  the  Ordnance  Department.  There  is  not  the  slight- 
est doubt  that  the  great  part  of  the  progress  made  in  getting  actual 
production  out  of  industrial  concerns  with  such  orders  has  been  due 
to  the  leasing  of  these  essential  machines  which  have  been  stored 
meanwhile  in  our  Army  arsenals.  We  are  indebted  to  Congress  for 
the  last  3  or  4  years  for  a  good  deal  of  that  materiel  so  accumulated 
by  the  Ordnance  Department  when  the  funds  for  the  purchase  of 
that  necessary  machinery  were  procured. 

By  July  1, 1940,  the  great  bulk  of  the  ordnance  engineering  designs 
and  specifications  were  in  such  condition  that  orders  could  be  placed 
without  delay.  Consideration  had  been  given  to  the  location  of 
plants,  and  sites  in  many  parts  of  the  country  had  been  surveyed. 

Under  the  industrial  mobilization  plan,  as  I  have  previously  in- 
formed you,  a  large  number  of  industrial  plants  had  been  allocated 
to  the  Ordnance  Department. 

That  had  been  done  by  the  Joint  Army-Navy  Munitions  Board. 

A  number  of  these  plants  had  been  given  educational  orders,  while 
a  number  of  other  selected  companies  had  initiated,  under  the  direc- 
tion of  the  Ordnance  Department,  production  studies  for  the  making 
of  critical  items.  The  ordnance  research  and  development,  of  course, 
did  not  stop  on  July  1, 1940,  but  has  continued  at  an  accelerated  pace, 
bearing  in  mind  the  lessons  of  the  war  in  Europe.  So  I  can  safely 
say  that  the  designs  for  artillery,  tanks,  and  other  equipment  are 
modern  in  every  respect. 

During  the  fiscal  year  1941  prior  to  April  1  of  this  year,  about 
$2,000,000,000  was  appropriated  for  the  use  of  the  Ordnance  Depart- 
ment for  equipment  and  ammunition,  and  an  additional  $600,000,000 
for  new  facilities.  You  may  be  interested  to  know  that  98  percent 
by  amount  and  90  percent  by  number  of  Ordnance  Department 
awards  over  $50,000  have  been  placed  with  companies  which  were 
allocated  to  the  Ordnance  Department  under  the  industrial  mobiliza- 
tion plan. 

Today  the  Ordnance  districts  are  administering  upward  of  1,500 
prime  contracts  and  over  21,000  subcontracts.    For  example,  one  pro- 
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clucer  of  scout  cars  has  utilized  186  principal  subcontractors  located  in 
12'  different  States.  The  operator  of  the  tank  arsenal  in  Detroit — the 
Chrysler  Corporation — recently  announced  that  700  concerns  in  130 
cities  were  assisting  his  company  to  make  the  medium  tank.  The  ord- 
nance load  has  been  distributed  to  industry  throughout  the  country  in 
accordance  with  industry's  ability  to  produce. 

Furthermore,  the  Ordnance  Department  has  itself  contracted  di- 
rectly, in  many  instances,  for  components,  rather  than  for  completed 
items,  thus,  in  effect,  doing  its  own  subcontracting.  This  is  true  in 
the  case  of  the  medium  tank,  the  armor  plate  for  the  hull  being  pro- 
cured from  one  manufacturers,  the  transmission  from  another,  the 
engine  from  still  another,  and  the  armament  from  several  different 
sources,  all  components  being  assembled  by  the  prime  contractor  for 
the  tank  hull.  Likewise,  in  the  case  of  artillery  ammunition,  the 
cartridge  case  was  procured  from  one  source,  the  shell  forging  from 
another,  the  machining  of  the  shell  being  done  by  still  another,  while 
the  primer,  the  fuze,  the  powder,  the  adapter  and  booster,  and  the  shell 
filler  are  each  from  different  and  distinct  sources.  All  these  com- 
ponents meet  at  the  Government-owned  loading  plant  for  assembly 
into  complete  rounds  ready  for  firing.  Another  example  is  the  90  mm. 
antiaircraft  unit  where  the  carriage  comes  from  one  source,  the  gun 
itself  from  a  second  source,  and  the  recoil  mechanism  from  a  third 
producer ;  the  fire  director  is  produced  elsewhere,  and  the  height  finder 
and  on-carriage  fire-control  equipment  each  derive  from  separate 
manufacturers.  All  of  these  components  meet  at  one  of  the  Ordnance 
proving  grounds  for  test  and  assembly  into  complete  units  for  issue 
to  the  troops. 

Progress  on  the  new^  production-facilities  program  has  been  delayed 
by  the  operation  of  the  priorities  system,  which  has  placed  certain 
items,  such  as  naval  items  and  aircraft,  ahead  of  ordnance  materiel, 
and  also  by  the  scarcity  of  machine  tools.  Nevertheless,  this  program 
is  making  good  progress.  Three  small-arms  ammunition  plants  are 
under  way,  one  at  St.  Louis,  one  at  Kansas  City,  and  one  at  Denver. 
Plans  for  these  plants  were  made  years  ago  with  the  two  leading  manu- 
facturers of  small-arms  ammunition.  Three  additional  plants  have 
recently  been  arranged  for  (those  plants  are  at  St.  Paul,  Des  Moines, 
and  Salt  Lake  City),  and  the  capacity  of  the  St.  Louis  plant  is  to  be 
increased. 

Three  smokeless-powder  plants  are  under  construction.  One  is  at 
Charlestown,  Ind.,  one  at  Radford,  Va.,  and  one  at  Sylacauga,  Ala. 
They  sometimes  call  it  Childersburg,  but  they  tell  me  it  is  the  same 
place.  An  additional  plant  has  been  provided  for  and  is  in  the  nego- 
tiation stage  at  this  time.  In  April  production  of  powder  began  at 
the  Radford  plant  and  at  the  Charlestown  plant.  The  designs  of  these 
plants  are  based  upon  plans  made  some  years  ago  by  the  Ordnance 
Department  in  collaboration  with  the  two  principal  powder-manufac- 
turing companies. 

Facilities  for  the  manufacture  of  TNT  for  use  as  a  shell  filler  are 
now  under  construction  at  Joliet,  111.,  Weldon  Springs,  Mo.,  and  San- 
dusky, Ohio.  An  additional  TNT  plant  is  in  the  negotiation  stage  at 
this  time.    Production  will  start  at  the  Joliet  plant  in  a  few  weeks. 

Two  ammonia  plants,  a  toluol  plant,  and  an  ammonium  nitrate 
plant  are  under  construction.  Two  additional  ammonia  plants  are 
planned.     An  ammonium  picrate  plant  is  in  the  negotiation  stage. 
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Three  bag-loading  plants  are  under  construction,  and  one  additional 
bag-loading  plant  is  in  the  negotiation  stage.  Five  shell  and  bomb- 
loading  plants  are  under  construction,  and  four  additional  loading 
plants  are  shortly  to  be  commenced.  Four  of  the  shell-loading  plants 
will  begin  operations  within  a  month  or  6  weeks. 

I  might  say  that  those  ordnance  plants  devoted  to  the  production 
of  smokeless  powder,  small-arms  ammunition,  shell  loading,  bag  load- 
ing, and  the  production  of  TNT  and  ammonia,  have  been  in  two 
phases.  The  plants  we  call  the  first-string  plants  were  all  commenced 
last  fall  and  are  now  either  completed  or  approaching  completion. 
We  believe  that  they  will  all  be  in  operation  in  September.  These 
additional  plants  that  I  have  mentioned  here  are  second-string  plants, 
plants  commenced  since  April,  that  is,  we  got  the  money  for  them  in 
the  Fifth  Supplemental  Appropriations  Act,  which  took  effect  in  April 
of  this  year.  Those  are  second-string  plants.  They  are  of  the  same 
kind  as  the  first-string  plants.  In  some  instances  they  have  the  same 
volume  as  the  first-string  plants,  but  in  general  they  have  a  lesser 
volume  than  the  first-string  plants  in  some  categories,  and  it  is  the 
policy  of  the  War  Department  to  construct  them  of  somewhat  less 
permanent  materials  than  the  first-string  plants.  The  production 
probably  will  go  up  faster  and  the  cost  of  production  will  be  some- 
what cheaper.  We  think  of  the  first-string  plants  as  permanent 
plants  that,  upon  the  passage  of  this  emergency,  may  be  held  as  stand- 
by facilities  for  the  use  of  the  Government.  The  second-string  plants 
are  for  increased  production,  and  whether  they  would  be  kept  per- 
manently or  not  is  a  matter  still  open  for  discussion. 

Five  machine-gun  plants  operated  by  private  industry,  but  equipped 
by  the  Government,  are  well  along  toward  completion.  We  are  now 
getting  machine  guns  from  three  of  these  sources. 

The  tank  plant  at  Detroit,  Mich.,  delivered  its  first  medium  tank 
in  April.  We  are  getting  tanks  from  this  plant  in  fair  volume  now, 
and  quantity  production  will  start  in  the  near  future.  That  is  de- 
pendent upon  the  procurement  of  some  remaining  items  of  machine 
tools  that  have  been  hard  to  get,  due  to  the  fact  that  tank  production 
has  not  had  a  high  priority  rating. 

The  new  proving  ground  at  Madison,  Ind.,  has  started  operations 
on  a  limited  scale,  and  an  additional  proving  ground  is  being  estab- 
lished in  Arkansas.  That  is  quite  a  departure  for  the  Army,  gentle- 
men, in  the  expansion,  because,  as  you  know,  the  old  reliable  Aberdeen 
Proving  Ground  was  the  sole  proving  ground  we  had  to  test  out  the 
weapons  and  supervise  the  issuance  of  the  weapons  to  the  troops,  but 
we  now  have  this  additional  one  in  Indiana.  It  is  about  to  go  into 
use,  and  a  new  one  was  recently  negotiated  for  in  Arkansas. 

Deliveries  on  the  1941  ordnance  program  have  started,  but  have 
not  yet  reached  the  volume  we  desire.  This  is  partly  because  the 
manufacturing  plants  had  themselves  to  be  built.  However,  large 
quantities  of  components  have  already  been  manufactured  and  when 
the  production  of  other  components  at  the  new  plants  catches  up  we 
believe  that  the  completion  of  critical  items  of  equipment  and  am- 
munition will  then  quickly  accelerate.  Already  our  production  of 
basic  weapons  and  ammunition  has  increased  from  100  to  1,000  per- 
cent over  1940. 

The  materiel  with  which  our  troops  are  equipped  is  of  advanced 
design  and  thoroughly  effective.     Our  shoulder  rifle,  the  much  pub- 
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licized  Garand,  the  basic  weapon  for  Infantry  adopted  as  standard 
in  1936,  has  three  times  the  fire  power  of  the  Springfield.  Our  troops 
are  rapidly  being  equipped  with  this  rifle 

Senator  Conn  ally  (interposing).  Do  you  mean  speed  of  firing  or 
the  aim  of  firing  ? 

Mr.  Patterson.  Speed.  A  soldier  who  could  fire  10  rounds  a  min- 
ute with  the  Springfield  can  fire  30  rounds  a  minute  with  the  Garand 
for  aimed  shots. 

Senator  Connallt.  It  gets  hotter,  doesn't  it? 

Mr.  Patterson.  Any  rifle  will  get  hot  if  you  keep  up  a  rate  of  fire 
for  quite  a  while. 

Senator  Connallt.  One  that  shoots  30  will  get  a  little  hotter  than 
one  which  shoots  10. 

Mr.  Patterson.  That  is  true. 

Senator  Connallt.  All  right. 

Mr.  Patterson.  I  might  say  that  the  criticism  which  the  War  De- 
partment encountered  about  this  time  last  year  on  the  Garand  rifle 
has  ceased.  That  is  due  to  the  fact  that  the  troops  in  the  field  who 
use  the  Garand  rifle  were  unanimous  in  praising  it,  and  that  kind  of 
testimony  was  the  kind  that  critics  found  very  hard  to  meet. 

Senator  Connallt.  The  main  criticism  that  I  heard,  as  I  recall 
now,  was  that  it  lacked  accuracy,  that  the  Springfield  was  more  accu- 
rate when  used  for  marksmanship.  I  don't  know  whether  that  is  true 
or  not.    That  is  one  of  the  charges  I  heard. 

Mr.  Patterson.  The  Springfield  rifle  was  always  deemed  the  most 
accurate  military  weapon  in  the  world.  The  Garand  rifle  is  a  thor- 
oughly accurate  rifle.  It  is  not,  for  long  ranges,  perhaps  quite  as  ac- 
curate as  the  Springfield,  but  you  never  have  long,  long  ranges  in 
combat,  anyway.     It  has  excellent  accuracy  for  all  combat  purposes. 

The  marines,  as  you  know,  adopted  the  Garand  rifle  last  December 
for  standard  issuing,  having  stayed  on  the  Springfield  long  after  the 
Army  had  taken  the  Garand  as  standard.  The  marines  did  that  after 
a  very  thorough  and  exhaustive  test  at  San  Diego  which  lasted  over 
a  month,  in  which  they  tested  out  Springfield  and  the  Garand  and 
other  semiautomatic  rifles. 

Senator  Connallt.  Do  we  control  the  patents  on  the  Garand 

Mr.  Patterson.  Yes,  sir. 

Senator  Connallt.  Or  do  other  governments  control  it  ?  I  suppose 
other  governments  could  secure  the  rights  to  manufacture  the  Garands, 
couldn't  they  ? 

Mr.  Patterson.  I  can't  say,  Senator.  We  have  the  full  manufac- 
turing rights  on  the  rifle.  Mr.  Garand  himself  is  employed  in  the 
Springfield  Arsenal. 

Senator  Connallt.  It  seems  to  me  that  if  we  are  to  control  it,  there 
ought  to  be  patent  filings  in  the  foreign  countries,  because  otherwise 
I  don't  see  anything  to  keep  them  from  copying  it  and  using  it.  I 
suppose  if  they  did,  we  couldn't  do  anything  about  it. 

Mr.  Patterson.  No. 

Senator  Connallt.  Send  a  protest  through  diplomatic  channels, 
which  they  would  get  in  about  3  months. 

Mr.  Patterson.  Well,  it  is  truly  a  great  weapon,  and  the  United 
States  Army — the  Infantry  of  the  United  States  Army — will  be  the 
only  infantry  provided  with  a  semiautomatic  shoulder  weapon.    All 
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the  rest  have  the  ordinary  magazine-loading,  bolt-action  rifles  quite 
comparable  to  our  Springfield. 

Senator  Connallt.  I  wasn't  criticizing.  I  was  just  calling  atten- 
tion to  the  charge  that  I  heard  that  it  lacked  accuracy,  but  I  am  glad 
to  know  that  it  is  accurate. 

Mr.  Patterson.  There  is  no  foundation  for  that  charge,  Senator. 
As  I  said,  argument  pro  and  con  went  on  for  months,  but  as  the 
Garands  got  into  production  and  the  troops  in  the  field  began  to  get 
equipped  with  them  in  fair  amounts,  the  reports  that  came  in  were 
wholly  in  the  rifle's  favor,  and  that  was  the  kind  of  evidence  that  the 
critics  found  it  impossible  to  meet. 

Senator  Connallt.  Do  they  operate  with  a  belt  like  a  machine 
gun,  or  a  clip,  or  a  chamber? 

Mr.  Patterson.  No  ;  a  chamber,  which  holds  eight. 

Senator  Connallt.  I  see. 

Mr.  Patterson.  In  that  respect  it  is  like  a  Springfield  or  like  the 
Krag-Jorgensen.  It  has  a  magazine  there  which  holds  eight  instead 
of  five,  but  you  don't. have  the  hand-operated  bolt. 

Senator  Connallt.  About  what  caliber  is  it,  do  you  reckon  ? 

Mr.  Patterson.  Thirty.  It  uses  the  same  ammunition  as  the 
Springfield. 

Senator  Connallt.  I  see. 

Mr.  Patterson.  It  has  the  same  muzzle  velocity,  the  same  carrying 
qualities. 

Springfield  Armory  is  now  producing  this  rifle  at  the  rate  of  1,000 
per  day,  which  is  a  very  good  production.  The  Winchester  Co.  is  also 
in  production  of  the  Garand  rifle.  The  famous  old  75  is  to  be  re- 
placed for  field-artillery  use  by  the  more  powerful  105-millimeter 
howitzer.  Our  light  and  medium  tanks  will  hold  their  own  in  speed, 
armor,  and  weapons  with  those  used  by  any  other  army.  Our  com- 
bat airplanes  are  armed  with  ordnance  of  the  highest  effectiveness. 
I  speak  of  aircraft  ordnance  here  because  I  am  speaking  of  the  Ord- 
nance Department. 

Senator  Connallt.  You  are  speaking  of  ordnance  rather  than  the 
armament  of  the  airplanes,  aren't  you? 

Mr.  Patterson.  Yes,  sir.  The  Ordnance  Department  furnishes  the 
weapons  for  the  Air  Corps. 

Senator  Connallt.  Are  we  turning  out  a  good  many  armored 
airplanes? 

Mr.  Patterson.  We  have  armor  protection  for  the  pilots,  which  is 
as  far  as  you  can  go  and  as  far  as  anyone  has  gone,  and  for  the  more 
vulnerable  parts. 

Senator  Connallt.  Are  we  equipping  any  of  our  airplanes  with 
the  so-called  cannon  ordnance  like  they  have  in  foreign  armies? 

Mr.  Patterson.  Yes,  sir;  37-millimeter  guns  carried  by  pursuit 
planes. 

Senator  Connallt.  About  an  inch-and-a-half  gun  ? 

Mr.  Patterson.  Yes;  about. 

Senator  Connallt.  All  right.    Thank  you. 

Mr.  Patterson.  Balanced  armament  production  does  not  come  over- 
night, nor  does  it  come  within  the  first  half  year.  It  has  always  been 
recognized  that  a  major  military  armament  effort  for  the  United 
States  would  require  the  first  year  to  get  under  way  and  from  6  months 
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to  a  year  thereafter  to  reach  full  production.  The  first  year  of  the 
$2,000,000,000  armament  program  ends  in  September  1941.  Barring 
unforeseen  delays  the  progression  into  high  gear  should  come  with 
a  smooth  flow  of  balanced  production  about  6  months  thereafter. 

The  new  programs,  the  1941  fifth  supplemental  and  defense  aid, 
and  the  1942  estimates,  should  follow  much  the  same  routine  wherever 
new  production  facilities  are  required.  In  case  where  repeat  orders 
can  be  advantageously  placed  with  facilities  already  in  operation,  full 
production  will  be  realized  at  an  earlier  date  than  will  be  the  case 
with  the  initial  $2,000,000,000  program. 

The  Ordnance  Department's  experience  to  date  justifies  the  state- 
ment that  its  plans  for  the  mass  production  of  armament  were  sound. 
The  Department  and  industry  have  been  working  together  on  designs 
and  on  plans  for  production  and  new  facilities  for  many  years.  The 
Nation  is  benefiting  today  and  will  benefit  further  tomorrow  because 
of  these  plans  made  and  kept  up  to  date  over  the  past  20  years. 

THE  AIR  CORPS 

Mr.  Patterson.  I  will  be  particularly  circumspect  in  discussing 
progress  under  the  Air  Corps  program.  Authoritative  information 
on  the  progress  of  this  program  might  influence  the  course  of  action 
of  the  Axis  Powers. 

Some  will  say  that  most  of  this  information  is  available  to  the 
German  General  Staff  in  any  event.  The  fact  remains,  however,  that 
a  reliable  statement  enables  a  hostile  power  to  concentrate  efforts  on 
one  type  of  action,  and  to  take  such  action  with  reasonable  assurance 
that  it  will  be  fruitful  of  trouble. 

In  order  that  you  may  have  a  clear  picture  in  regard  to  Air  Corps 
expansion,  I  will  briefly  outline  what  has  taken  place  in  the  past  2 
years. 

At  the  beginning-  of  1939  events  transpiring  in  Europe  had  so  clearly 
demonstrated  the  inadequacy  of  our  air  strength  that  Congress  au- 
thorized an  Army  air  force  of  6,000  airplanes  and  appropriated  funds 
for  the  procurement  of  3,032  of  these  6,000.  These,  together  with  the 
planes  already  on  hand  or  in  process  of  manufacture,  would,  by  July 
1,  1941,  provide  a  total  of  5,500  airplanes,  including  3,300  combat 
airplanes. 

The  remoteness  of  the  action  in  Europe,  together  with  the  general 
belief  that  the  Nation  was  in  no  danger  were  at  that  time,  2  years  ago, 
effective  checks  upon  action  aimed  at  any  acceleration  of  the  manu- 
facturing capacity  of  our  aircraft  industry. 

One  year  ago,  the  lightning  advances  of  the  German  forces  through 
the  Low  Countries,  and  the  subsequent  fall  of  France,  presaged  the 
vital  need  for  an  immediate  expansion  of  our  Air  Corps.  This  reali- 
zation led  to  the  formulation  of  the  present  Air  Corps  expansion 
program. 

The  Air  Corps  expansion  program,  also  known  as  the  50,000  airplane 
program,  was  based  upon  the  President's  demand  for  a  total  United 
States  air  strength  of  50,000  airplanes.  The  first  increment  of  the 
Army's  portion  of  the  program  called  for  18,000  airplanes.  All  of  this 
first  increment  is  now  in, process. 
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With  the  aircraft  industry  hard-pressed  to  meet  the  production 
schedules  of  the  5,500  program,  the  announcement  of  the  change  to 
an  18,000  airplane  program  created  a  pressing  need  for  additional  air- 
plane productive  capacity.  It  also  became  clear  that  the  existing 
plants  which  were  manufacturing  accessories,  engines,  propellers,  and 
other  parts  would  have  to  be  expanded. 

In  September  1940  funds  were  provided  by  Congress  to  be  used  to 
accelerate  production  of  then  existing  contracts,  as  well  as  to  expedite 
production  on  contracts  then  being  negotiated.  The  Air  Corps  has 
provided  45,000,000  square  feet  of  floor  space  to  a  hundred  manufac- 
turers, subcontractors,  suppliers,  vendors,  and  producers;  $721,000,000 
has  been  expended  for  plants  and  machine  tools  under  this  program. 
From  single-Shift  production  the  aircraft  industry  moved  into  a 
two-shift  and  three-shift  schedule  as  quickly  as  trained  personnel 
could  be  made  available. 

At  the  start  of  1910  the  direct  manufacturing  industry  had  12,000,- 
000  square  feet  of  working  space,  and  60,000  productive  employees. 
Today  the  industry  has  doubled  the  square  feet  of  plant  space  and 
trebled  its  number  of  employees.  This  acceleration  of  production  is 
resulting  in  an  inescapable  increased  cost  of  equipment,  due  to  the 
added  cost  of  overtime,  loss  of  efficiency  in  second-  and  third-shift 
production,  and  limited  efficiency  of  new  and  inexperienced  personnel. 
These  conditions  occur  in  the  plants  of  subcontractors  as  well  as  in 
the  main  factories. 

In  spite  of  the  difficulties  attending  the  expansion,  the  industry 
turned  out  deliveries  totaling  $625,000,000  for  1940,  against  $225,000,- 
000  for  1939— a  250  percent  increase.  During  the  first  few  months 
of  1941,  22  manufacturers  of  military  airplanes  increased  their  deliv- 
eries 300  percent  over  the  first  few  months  of  1940. 

In  April  1941  the  aircraft  industry  had  a  backlog  of  orders  for  40,000 
military  airplanes.  Now  we  have  embarked  on  a  still  bigger  program. 
In  the  Fifth  Supplemental  Appropriation  Act,  Congress  appropriated 
funds  for  about  11,000  airplanes,  3,600  of  which  were  to  be  built  in 
Government-owned  plants.  The  lease-lend  law  provides  for  10,000 
additional  airplanes.  The  Army  also  has  in  its  1942  appropriations 
an  estimate  for  13,000.  That,  of  course,  has  now  become  law.  This 
adds  up  to  34,000  airplanes,  in  addition  to  the  40,000  backlog. 

Senator  Connally.  Mr.  Secretary,  what  do  you  mean  by  the  back- 
log ?  Do  you  mean  those  reserve  orders  %  You  say  we  have  appropri- 
tions  for  34,000,  and  then  you  say  "in  addition  to  the  40,000  backlog," 
which  you  mentioned  in  the  first  paragraph. 

Mr.  Patterson.  The  40,000  planes  mentioned  as  a  backlog  includes 
Army,  Navy,  and  foreign  orders  for  military  planes,  and  the  total  pro- 
gram now  put  as  a  task  upon  the  producers  of  military  aircraft  in  the 
United  States  calls  for  the  production  of  74,000  airplanes. 

The  Chairman.  Have  we  a  place  to  put  them  down,  Mr.  Secretary, 
if  we  had  74,000  airplanes  ?    Have  we  fields  enough  to  land  them  on  ? 

Mr.  Patterson.  Yes,  sir;  we  will  have  by  that  time.  If  you  take 
the  map  of  the  United  States  with  the  air  fields  either  now  in  opera- 
tion or  planned  shown  with  red  dots,  it  looks  as  if  the  United  States 
had  a  case  of  measles. 

The  Chairman.  That  is  what  it  is  going  to  take  to  put  down  74,000 
airplanes. 
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Mr.  Patterson.  Well,  the  program  for  expansion  of  our  Army 
air  fields  is  a  huge  program.  As  you  know,  the  Corps  of  Engineers  is 
charged  with  the  responsibility  of  doing  that  work  in  behalf  of  the 
Air  Corps. 

The  Chairman.  I  just  wondered  how  they  were  progressing. 

Mr.  Patterson.  I  still  call  it  Air  Corps  from  force  of  habit.  I 
believe  the  word  now  is  "Army  Air  Forces."  It  is  no  longer  the  Air 
Corps. 

Contracts  must  be  negotiated  not  only  for  these  airplanes  but  for 
the  engines,  propellers,  and  hundreds  of  other  items.  Additional 
facilities  must  be,  and  are  being  provided ;  there  will  be  a  still  further 
stretching-out  process  of  men  and  management,  and  a  still  greater 
degree  of  priorities  and  scheduling. 

Execution  of  these  changing  programs  is  a  major  undertaking.  It 
means  expanding  the  aircraft  industry  from  its  peacetime  capacity  of 
about  2,000  airplanes  a  year  to  considerably  more  than  that  number 
per  month.  Because  of  the  degree  of  mechanical  perfection  required, 
mass  production  of  aircraft  is  more  difficult  than  of  automobiles. 
Germany  spent  6  or  7  years  building  her  aircraft  industry  to  what  it 
is  today.  We  in  the  United  States  are  faced  with  the  problem  not 
only  of  equaling  the  existing  German  capacity,  but  of  building  up  our 
own  air  forces  and  at  the  same  time  helping  the  British  to  attain  air 
strength  with  an  eventual  superiority  over  German  forces. 

I  have  carefully  omitted,  I  think,  in  this  statement,  the  monthly 
production  of  airplanes  for  recent  months,  although  I  see  those  figures 
released  and  in  the  press,  so  I  don't  know  why  I  have  to  be  so  circum- 
spect as  I  have  been  on  this. 

Senator  Connally.  Where  did  the  press  get  them,  Mr.  Secretary? 

Mr.  Patterson.  I  think  the  Office  of  Production  Management  has 
been  in  the  custom  of  releasing  it.  They  don't  break  them  down  into 
types,  but  they  show  what  the  military  production  has  been. 

Senator  Connally.  Why  should  they  give  them  out  if  the  War  De- 
partment doesn't  think  they  ought  to  be  given  out  ? 

Mr.  Patterson.  I  don't  think  the  War  Department  has  ever  stated 
to  the  O.  P.  M.  a  policy  against  it. 

Senator  Connally.  It  seems  to  me  as  if  the  O.  P.  M.,  though,  ought 
to  refer  to  the  Army  and  ask  them.  I  don't  think  the  O.  P.  M.  has 
any  business  taking  over  all  of  the  functions  of  government.  It  has 
taken  over  a  good  many  of  them  now. 

Mr.  Patterson.  I  don't  think  we  have  protested  the  practice,  Sena- 
tor.   We  don't  give  out  the  figures. 

Senator  Connally.  It  seems  to  me  that  the  War  Department  and 
the  O.  P.  M.  are  not  the  only  places  leaking.  They  have  sprung  a  big 
leak  in  the  State  Department.  They  find  out  everything  before  they 
announce  it.  Different  wiseacres  over  the  country  tell  about  what  is 
going  to  happen  before  they  happen. 

Mr.  Patterson.  We  apparently  have  grapevines  running  out  of  the 
War  Department,  too.  Quite  often  I  am  surprised  by  finding  things 
in  the  public  press  before  I  have  realized  that  they  were  ever  meant 
to  get  to  that  distribution.  I  think  if  we  chopped  down  all  the  grape- 
vines, why,  we  would  be  about  like  Jack  trying  to  chop  off  the  bean- 
stalk. 

Our  air  force  was  not  to  be  built  up  of  standard  types  already  in 
service  and  under  production,  but  of  development  types  incorporating 
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all  new  features  learned  from  first-hand  studies  of  aircraft  used  in 
the  war.  In  the  light  of  what  has  transpired,  the  decision  to  buy 
development  airplanes  was  a  sound  one.  Otherwise  we  would  be 
furnishing  our  tactical  units  with  inferior  planes,  and  our  pilots 
would  be  at  a  distinct  disadvantage. 

In  keeping  with  the  expanded  aircraft  facilities  and  an  expanded 
air  force,  both  as  to  personnel  and  equipment,  the  Air  Corps  launched 
a  program  to  construct  training  stations,  air  fields,  and  so  forth,  and 
has  made  excellent  progress  in  this  respect. 

As  may  be  expected,  schools  have  required  greater  expansion  than 
any  other  type  of  station  this  year.  Sufficient  projects  have  been 
authorized  to  bring  the  total  number  of  school  stations  to  5  times  that 
of  a  year  ago.  During  the  month  of  June,  construction  of  19  new 
schools  was  authorized  from  funds  made  available  by  the  Congress 
upon  the  passage  of  the  fifth  supplemental.  The  total  housing  capac- 
ity of  all  authorized  and  existing  schools  is  now  13  times  that  at  the 
beginning  of  the  year. 

At  the  beginning  of  the  fiscal  year  existing  facilities  permitted  an 
output  of  about  2,000  pilots  per  year.  Subsequently,  rapidly  expand- 
ing facilities  permitted  an  increase  to  the  rate  of  an  output  of  12,000 
pilots  per  year.  At  present  the  current  expansion  program,  which  is 
being  expedited  to  the  utmost,  will  insure  training  of  30,000  pilots  per 
year.  In  addition,  technical  training  schools  will  produce  100,000 
qualified  mechanics  every  12  months. 

The  number  of  tactical  stations  has  been  increased  to  more  than  four 
times  the  number  in  existence  12  months  ago,  while  housing  capacity 
has  increased  to  eight  times  that  of  a  year  ago.  Nearly  all  of  the  new 
tactical  locations  have  been  approved  for  occupancy. 

The  number  of  overseas  stations  has  been  tripled.  Besides  the  reg- 
ular overseas  stations,  there  are  numerous  new  Air  Corps  locations 
outside  territorial  United  States. 

The  depots  or  supply  stations  have  doubled  in  number,  and  a  further 
increase  has  been  authorized. 

Miscellaneous  stations,  such  as  bombing  ranges  and  other  locations 
not  described  above,  have  more  than  doubled  in  number,  and  the  total 
housing  capacity  has  increased  700  percent. 

When  the  National  Guard  was  called  into  service,  21  observation 
squadrons  were  brought  up  to  strength,  and  necessary  housing  facili- 
ties were  provided.  Many  of  these  squadrons,  where  climate  permits, 
have  been  housed  in  tents,  but  construction  of  temporary  barracks  has 
been  authorized  in  some  cases. 

Mere  mention  of  the  number  of  stations  does  not  comprehend  all 
landing  fields  regularly  used  by  the  Air  Corps.  Each  station  may 
have  available  several  auxiliary  fields.  Many  municipal  airports  have 
been  improved  by  W.  P.  A.  funds  to  meet  Army  needs  through  projects 
sponsored  by  the  War  Department.  There  are  numerous  Air  Corps 
detachments  scattered  throughout  the  country.  Arrangements  have 
been  made  for  the  housing  and  training  of  some  8,000  British  pilots. 

We  are  doing  all  within  our  power  to  get  airplanes  rolling  off  assem- 
bly lines.  But  there  is  no  magic  wand  that  can  bring  airplanes  by  the 
hundreds  out  of  the  factories.  "Tooling  up"  is  popularly  thought  of 
as  applicable  to  machines,  but  it  is  equally  applicable  to  equipment, 
materials,  procedure,  men,  and  management.  It  has  a  new  meaning, 
and  is  being  speeded  up  to  the  maximum,  but  production  must  still 
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wait  on  construction.  Though  this  process  of  necessity  operates  against 
immediate  deliveries  of  the  finished  product,  it  will  pay  in  the  end  in 
quantity  and  quality  production. 

Our  present  problems  may  be  dwarfed  by  future  ones  if  the  pres- 
ent international  situation  continues,  but  I  have  confidence  in  our 
ability  to  make  the  grade.  We  are  now  beginning  to  get  dividends 
in  the  airplanes  now  on  production  lines,  with  increased  fire  power, 
armor  plate,  improved  fuel  systems,  power  turrets,  and  leak-proof 
tanks,  of  performance  and  combat  effectiveness  equal  to  or  superior 
to  any  in  the  world,  and  from  now  on  the  rate  of  production  should 
steadily  increase,  as  the  effect  of  our  expansion  program  comes  to  be 
felt. 

I  am  not  free  to  give  you  the  exact  figures  on  the  delivery  of  mili- 
tary aircraft  from  American  factories.  However,  you  will  have  an 
understanding  of  the  increased  delivery  of  military  aircraft  of  all 
types  when  I  say  that  such  deliveries  for  the  second  quarter  of  1941, 
ending  June  30,  were  seven  times  those  of  the  first  quarter  of  1940,  and 
double  the  deliveries  of  the  fourth  quarter  of  1940. 

As  our  new  facilities  come  into  production  during  the  ensuing  6 
months  and  as  materials  and  equipment  are  made  available,  I  think  I 
can  safely  assure  you  that  production  will  continue  to  increase  as  it 
has  during  the  past  18  months. 

QUARTERMASTER   CORPS 

Mr.  Patterson.  Our  Quartermaster  Corps  is  charged  with  a  variety 
of  duties.  It  has  had  in  its  charge  a  great  portion  of  Army  construc- 
tion. This  applies  to  both  cantonments  and  industrial  plants,  al- 
though the  Corps  of  Engineers  handles  Air  Corps  construction  and 
certain  construction  in  Alaska  and  the  island  bases  and  coast  defenses. 
In  addition,  the  supply  of  clothing  and  equipage  falls  to  the  Quar- 
termaster Corps,  as  does  subsistence  of  the  Army  and  the  Army's 
transportation,  both  by  sea  and  land. 

I  shall  first  cover  construction.  There  were  250  construction  proj- 
ects placed  under  the  direction  of  the  Quartermaster  General,  which 
will  entail  the  expenditure  of  $1,900,000,000.  This  construction  may 
be  divided  into  the  following  general  groups :  Troop  housing,  general 
hospitals,  ordnance  manufacturing  plants  and  storage  depots,  gen- 
eral storage  depots,  chemical  warfare  plants,  and  miscellaneous 
projects. 

The  1941  housing  program  for  troops  contemplated  new  facilities 
to  care  for  the  housing  of  1,274,000  men  (that  number  is  somewhat 
under  the  strength  of  the  Army  because  we  had  permanent  housing 
for  some  of  the  troops) ,  of  which  500,000  was  required  on  March  1 
and  most  of  the  balance  by  June  30  of  this  year.  Fifty  thousand 
seven  hundred  and  eighty  buildings  and  99,700  tent  frames  were  re- 
quired to  provide  this  troop  housing.  The  estimated  cost  of  these 
facilities  is  $851,645,000.  The  task  assigned  to  the  Corps  has  been 
carried  out  on  time.  In  fact  new  facilities  for  715,000  troops  were 
available  on  March  1,  and  for  1.230,000  troops  on  June  30. 

There  has  been  criticism  of  the  cost  of  cantonment  construction. 
You  will  recall,  however,  that  the  Quartermaster  General  did  not 
receive  authority  to  proceed  until  the  latter  part  of  September  1940, 
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with  winter  weather  approaching  and  the  Selective  Service  Act  being 
immediately  put  into  effect,  and  with  the  National  Guard  troops 
about  to  come  into  Federal  service.  You  will  also  recall  the  rise  in 
labor  and  material  costs,  and  the  fact  that  the  Army  estimates  were, 
as  Congress  was  informed  at  the  time  and  as  it  turned  out,  insuffi- 
cient. This  was  partly  due  to  increases  in  facilities  above  the  original 
plans.  The  War  Department  did  not  have  detailed  plans  and  specifi- 
cations for  the  major  cantonment  projects.  Time  did  not  permit  full 
engineering  investigation  of  some  of  the  sites  selected.  This  necessi- 
tated the  letting  of  contracts  upon  cost-plus-fixed-fee,  which,  I  ac- 
knowledge, is  a  more  expensive  form  of  contracting  than  an  award 
upon  lump-sum  competitive  bids. 

In  your  investigation  to  date  you  have  examined  into  perhaps  half 
a  dozen  cantonments  where  particular  difficulties  were  encountered. 
Of  course,  there  were  some  difficulties  everywhere.  There  is  no  such 
thing  as  a  perfect  site,  and  construction  on  a  vast  scale  is  never  free  of 
mistakes.  Some  of  the  contractors  whom  the  War  Department  en- 
gaged and  relied  upon  did  not  come  up  to  the  standard  expected  of 
them.  Some  of  the  constructing  quartermasters,  under  the  pressure  of 
speed,  did  not  use  good  judgment.  Outside  suppliers  of  materials  in 
some  instances  overreached  us.  But  taken  as  a  whole,  the  cantonment 
construction  job  was  well  and  speedily  accomplished.  I  call  your  atten- 
tion to  the  fact  that  the  military  objective  was  attained  on  time.  An 
Army  on  paper  last  September  is  adequately  housed  today.  Had 
time — which  we  could  not  spare — been  consumed  in  more  complete 
planning  and  more  exact  contracting,  we  would  have  saved  money, 
but  an  unprepared  America  in  this  time  of  need  is  a  cost  so  great  that 
I  would  not  venture  to  compute  it. 

The  current  expansion  of  the  Army  has  necessitated  construction  of 
9  general  hospitals  with  a  total  capacity  of  9,500  beds.  These  hospitals 
are  for  those  cases  requiring  general  or  protracted  hospitalization  and 
are  separate  from  the  usual  hospital  facilities  constructed  in  connection 
with  a  camp.  This  program  requires  the  construction  of  760  build- 
ings, of  which  665  were  ready  for  occupancy  in  June.  The  total 
estimated  cost  of  these  hospitals  is  $21,101,000. 

The  construction  of  the  24  presently  authorized  ordnance  manu- 
facturing plants  involves  the  expenditure  of  $484,440,000.  Twelve 
additional  ordnance  facilities  are  now  being  authorized,  to  cost  $300,- 
000,000.  Major  extensions  to  plants  have  recently  been  authorized  at 
an  estimated  cost  in  excess  of  $125,000,000.  This  entire  program  for 
ordnance  manufacturing  plants  will  require  the  construction  of  ap- 
proximately 6,400  buildings,  most  of  which  are  of  a  permanent  type. 

Senator  Connally.  Eight  there,  Mr.  Secretary,  on  this  building  of 
plants,  are  those  funds  expended  by  the  War  Department  direct,  or 
does  that  go  through  the  R.  F.  C.  ? 

Mr.  Patterson.  These  are  direct,  all  direct. 

Senator  Connally.  Haven't  they  a  Plant  Construction  Division 
oyer  in  the  R.  F.  C.  where  they  are  supposed  to  loan  money — rather, 
give  money — for  the  plants  ? 

Mr.  Patterson.  Yes,  sir;  roughly  as  you  say.  Under  legislation 
passed  in  June  of  1940,  the  Reconstruction  Finance  Corporation 
organized  a  subsidiary  company,  called  the  Defense  Plant  Corporation, 
with  power  to  build  munitions  plants.    That  plant  was  operated  by 
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Mr.  Jones  and  Mr.  Schram  and  their  associates  mainly  to  build  plants 
that  have  an  industrial  or  a  semi-industrial  aspect  and  mainly  for  the 
Air  Corps.     For  example 

Senator  Conn  ally  (interposing).  Is  there  coordination  between 
the  War  Department  and  that  agency?  They  would  not  loan  the 
money  or  give  it  unless  you  approved  it  % 

Mr.  Patterson.  That  is  right.  There  is  complete  coordination. 
They  don't  budge  until  the  War  Department  goes  to  them  and  says, 
"A  company  producing  valves  and  pumps  for  airplane  engines  needs 
to  be  expanded  if  we  are  going  to  have  airplane  engines  in  the  increased 
quantities  we  need  them.  Please  give  us  aid  in  getting  the  expansion 
of  that  plant  brought  about,"  The  Defense  Plant  Corporation  then 
acts  upon  plans  approved  by  the  Air  Corps  for  the  number  of  square 
feet  and  equipment,  type  of  building,  and  so  forth,  and  it  makes  a 
contract  with  the  manufacturer  whose  plant  is  being  expanded  to 
build  the  plant,  construct  it  and  lease  it  to  that  manufacturer  for  5 
years,  at  the  end  of  which  time  he  has  an  option  to  buy  the  plant  at 
cost  less  depreciation.  The  War  Department  not  only  asks  for  and 
sponsors  that  project,  but  it  also  agrees  with  the  Defense  Plant  Corpo- 
ration, in  the  normal  case,  to  pay  them  40  percent  out  of  regular  direct 
appropriations  given  by  Congress  to  the  War  Department  to  buy  new 
facilities,  so  that  we  have  been  paying  that  40  percent  and  the  Defense 
Plant  Corporation  carrying  the  other  60  percent  under  the  authority 
given  them  last  year,  and  then  it  was  increased  this  year — I  think  in 
April — when  Congress  passed  an  additional  act  authorizing  the  De- 
fense Plant  Corporation  to  continue  that  activity.  But  these  I  men- 
tion in  here  have  nothing  to  do  with  that. 

Senator  Connally.  As  I  understand,  sir,  those  projects  have  been 
confined  to  projects  that  have  an  industrial  character,  where  there 
is  a  possibility  of  utilizing  them  after  the  war  is  over. 

Mr.  Patterson.  Yes,  sir;  for  ordinary  civilian  use.  The  straight 
military  plants  have  always  been  handled  by  the  War  Department, 
the  Ordnance  Department,  and  the  Construction  Division  of  the 
Quartermaster  Corps  cooperating  in  the  construction  of  those  plants. 

In  addition  to  the  foregoing,  the  Quartermaster  General  has  been 
constructing  5  ammunition  storage  depots,  21  general  storage  depots, 
10  chemical  warfare  plants,  and  various  medical  and  ordnance  field- 
service  facilities. 

Contracts  for  construction  work  placed  between  July  1,  1940,  and 
June  13,  1941,  exceed  $919,787,630  in  value.  This  total  was  awarded 
as  follows: 

Advertised  lump-sum  contracts $153,  340,  262 

Negotiated   lump-sum  contracts 42,  622, 161 

Fixed-fee  architect-engineer  contracts 17,  532,  908 

Fixed-fee  construction  contracts 706,  262,  299 

The  average  fee  paid  the  contractors  on  construction  contracts  has 
been  3.3  percent  of  the  original  estimated  cost.  Congress  had  au- 
thorized fees  up  to  6  percent.  The  average  fee  paid  for  architect- 
engineer  service  has  been  approximately  1  percent  of  the  original 
estimated  cost. 

Some  months  ago,  I  fixed  maximum  fees,  which  could  be  allowed 
under  ordinary  circumstances  for  architectural  and  engineering  serv- 
ices and  for  construction  under  the  fixed-fee  form  of  contracts.    More 
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recently  a  board  of  general  officers  and  distinguished  civilians  at 
my  direction  reviewed  the  established  maximum  fees  and  recom- 
mended that  these  maxima  be  somewhat  reduced.  I  approved  their 
recommendations,  and  the  construction  contracts  now  going  forward 
are  being  let,  such  as  they  are,  on  a  cost-plus-fixed-fee  on  a  reduced 
fixed-fee  basis. 

Senator  Connal.lt.  You  are  speaking  of  the  engineering  and  super- 
vision of  the  architects.    Is  that  right? 

Mr.  Patterson.  No;  the  building  contract. 

Senator  Connally.  Oh. 

Mr.  Patterson.  I  don't  think  they  made  much  of  any  change  in  the 
recommended  fixed  fee  for  architect-engineer  work.  The  reduction 
that  I  just  mentioned  was  in  the  fee  to  be  paid  the  general  contractor. 

Senator  Connally.  In  erecting  a  good  many  of  these  munitions 
plants,  you  employ  an  engineering  architectural  organization  to  plan 
the  set-up,  I  suppose? 

Mr.  Patterson.  Almost  always. 

Senator  Connally.  And  then  you  let  a  contract  for  the  actual  con- 
struction of  the  building. 

Mr.  Patterson.  Yes,  sir. 

Senator  Connally.  Does  the  engineering  firm  let  that  contract  or 
does  the  War  Department  ? 

Mr.  Patterson.  The  War  Department.  We  make  in  general  two 
contracts  for  each  project,  one  with  a  concern  of  architect-engineers 
for  the  designs,  plans,  and  specifications,  and  one  with  a  concern  in 
the  building  and  construction  business  for  the  actual  construction  of 
the  plant. 

Senator  Connally.  The  case  comes  to  my  notice — it  is  under  my 
notice,  in  fact,  because  it  is  in  my  State — as  I  understand,  of  the  pro- 
posed shell-loading  plant  at  Texarkana,  Tex.,  for  which  the  War 
Department  gave  the  contract  for  the  engineering  and  architectural 
work  to  the  Goodrich  Rubber  Co.  I  believe  it  was  Goodrich — Good- 
year, maybe. 

Mr.  Patterson.  Goodrich. 

Senator  Connally.  Goodrich.  Well,  what  qualifications  did  they 
have  for  that  sort  of  thing?    Why  were  they  selected ?    Do  you  know  ? 

Mr.  Patterson.  Yes,  sir;  I  can  explain  that.  On  the  ordnance 
plants,  such  as  shell-loading  plants — that  is  a  shell-loading  plant — a 
few  months  ago  we  adopted  the  policy  of  picking  an  operator  for  the 
plant,  a  private  concern,  to  operate  that  plant  and  load  the  shells  after 
it  was  constructed.  The  policy  was  then  adopted  of  having  one  prime 
contractor  to  assume  full  responsibility  for  the  construction  and 
operation  of  the  plant.  In  general,  that  prime  contractor  has  the 
building  done  by  a  building  contractor  approved  by  the  Quarter- 
master Corps,  but  it  is  strictly  a  subcontract  under  the  prime  con- 
tractor who  is  to  operate  the  plant  after  it  is  built.  Similarly,  he 
makes  a  subcontract  with  architect-engineers  approved  by  the 
Ordnance  Department. 

The  whole  point  of  that,  Senator,  was  to  fasten  responsibility  on 
some  one  concern  to  do  that  job,  and  then  for  the  building  and  for 
the  architect-engineering  they  could  subcontract  that  out  with  con- 
cerns approved  by  the  Ordnance  Department  and  the  Quartermaster 
Corps.    What  was  aimed  at  was  this :  That  if  production  was  not  up 
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to  expectations  in  that  plant  and  we  upbraided  the  operator  for  not 
doing  as  well  as  we  expected,  we  didn't  want  him  to  be  in  a  position 
to  say,  "It  was  a  bum  plant  you  gave  me  in  the  first  place.  No  one 
could  do  anything  with  such  a  plant  as  this."  We  wanted  to  have  him 
stopped  from  making  any  such  contention,  and  we  could  say,  if  he 
made  such  a  statement  as  that,  "Well,  you  were  in  on  the  construction 
of  this.     Why  didn't  you  say  so  at  the  time?" 

Senator  Connally.  In  this  particular  case,  is  the  Goodrich  Eubber 
Co.  going  to  run  the  shell-loading  plant  afterwards  ? 

Mr.  Patterson.  Yes,  sir.  I  don't  suppose  they  are  going  to  actually 
do  the  architect] ng  and  engineering,  but  they  are  responsible  for  it 
to  us. 

Senator  Connally.  In  other  words,  they  will  be  responsible  for 
the  architecturing  and  engineering  with  one  subcontract,  and  then 
another  subcontract  for  the  building  of  the  plant. 

Mr.  Patterson.  That  is  in  general  the  plan,  but  you  take  the  pow- 
der plant  that  we  had  out  in  Charlestown,  Ind.,  with  the  du  Pont  Co., 
there  they  actually  did  the  designing,  building,  and  all  operation,  but 
that  is  unusual. 

Senator  Connally.  What  I  mean  in  this  case,  though,  is  that  they 
will  be  responsible,  whether  they  do  it  or  not,  for  the  architectural  and 
engineering,  and  then  they  will  probably  sublet  the  building  contract, 
and  then  they  will  operate  it.     Is  that  true  ? 

Mr.  Patterson.  Yes,  sir. 

Senator  Connally.  The  Goodrich  Rubber  Co.? 

Mr.  Patterson.  Yes,  sir. 

Senator  Connally.  What  were  the  peculiar  qualifications  that  the 
Goodrich  Rubber  Co.  had  to  run  a  shell-loading  plant  ?  That  is  what 
I  want  to  know. 

Mr.  Patterson.  General  industrial  success  over  the  years  in  the 
making  of  tires  and  other  products. 

Senator  Connally.  Was  this  a  negotiated  contract  ? 

Mr.  Patterson.  Oh,  yes. 

Senator  Connally.  Who  negotiated  it,  if  you  don't  mind  telling? 

Mr.  Patterson.  The  Ordnance  Department. 

Senator  Connally.  Did  General  Wesson  negotiate  it? 

Mr.  Patterson.  I  think  General  Harris ;  he  is  in  charge  of  that  under 
General  Wesson.  It  was  done  under  a  policy  dictated  by  me,  after 
consulting  with  the  Ordnance  Department  and  having  their  concur- 
rence in  it.  Last  summer  we  were  faced  with  this  situation.  We  had 
to  build  a  great  number  of  plants  to  make  smokeless  powder,  small 
arms  ammunition,  to  load  shells,  and  so  forth.  We  had  in  this  coun- 
try just  three  explosive  companies — the  du  Pont  Co.,  the  Hercules 
Co.,  and  the  Atlas  Co. — say  four,  the  Trojan  Co.,  too.  But  we  had 
far  more  plants  than  that  to  be  put  up  and  to  be  operated,  and  we 
spread  those  companies  out  as  thinly  as  we  could  safely  do,  and  still 
we  had  a  great  many  plants  to  be  operated.  There  were  various  peo- 
ple who  came  forward  and  wanted  to  operate  those  plants  for  us, 
people  without  an  particular  industrial  experience  or  they  were  in- 
dividualists, at  any  rate — they  didn't  have  a  going  concern — and  it 
seemed  to  us  that  the  best  policy  we  could  adopt  as  to  those  other 
plants  was  to  take  concerns  with  a  long  record  of  industrial  success 
and  that  if  a  concern  had  proven  over  the  years  that  they  could  make 
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their  products  with  efficiency  and  successfully  and  that  they  under- 
stood the  art  or  the  science  of  industrial  production,  they  could, 
through  their  team  management,  perform  for  us  most  effectively  on 
these  ordnance  plants. 

Now,  it  is  true  that  the  Goodrich  Co.  and  the  Goodyear  Co.  and 
the  Procter  &  Gamble  Co.  and  the  Coca-Cola  Co. 

Senator  Connally  (interposing).  Coca-Cola  Co.? 

Mr.  Patterson.  Yes,  sir;  and  quite  a  number  of  others  could  not 
have  loaded  shells  or  done  any  bag  loading. 

Senator  Connally.  Coca-Cola  has  loaded  a  lot  of  people,  but  I  don't 
know  that  they  have  loaded  a  lot  of  shells.     [Laughter.] 

Mr.  Patterson.  They  have  loaded  a  lot  of  bottles. 

I  think  your  inquiry  was  a  natural  one  as  to  Goodrich  Co.  doing 
that  work  in  Texarkana,  but  that  seemed  the  best  solution  for  a  vexing 
problem  that  we  had. 

Senator  Connally.  I  can  understand  the  reasons  that  you  set  forth 
there,  and  they  are  very  cogent,  as  any  reason  advanced  by  a  man 
of  your  ability  and  legal  background  would  be.  Those  motives, 
though,  that  made  them  successful  because  they  were  going  to  make 
a  lot  of  profit,  don't  necessarily  apply.  I  don't  mean  to  impugn  their 
integrity,  but  this  is  a  negotiated  contract ;  they  are  going  to  get  the 
same  fee,  no  matter  how  they  operate  it. 

Mr.  Patterson.  Yes ;  it  is  a  fixed  fee. 

Senator  Connally.  Mr.  Amberg,  I  don't  expect  you  to  do  it  now, 
but  could  you  later  tell  me  how  much  fee  the  Goodrich  Co',  is  going 
to  get  out  of  this  ? 

Mr.  Amberg.1  Yes,  sir.2 

Mr.  Patterson.  I  don't  think  the  contract  has  actually  been  signed. 
I  think  you  mean  the  contemplated  fee,  and  that  can  be  furnished. 

Senator  Connally.  Yes,  sir.  I  would  like  to  know  how  much  they 
are  going  to  get.  They  are  going  to  let  these  contracts  for  the  con- 
struction of  this  building.  There  is  a  big  complaint  over  the  coun- 
try— I  don't  know  whether  it  is  justified  or  not — that  the  little  con- 
tractors can't  get  any  subcontracts,  can't  get  in  on  these  big  ones, 
because  they  are  not  powerful  and  haven't  had  the  background  of 
operating  big  plants.  Has  the  War  Department  any  policy  that  it 
urges  on  these  people  like  Goodrich  Rubber  Co.  to  give  these  smaller 
contractors  subcontracts,,  even  in  the  construction  work,  to  build  cer- 
tain units,  and  so  on? 

Mr.  Patterson.  We  have  a  fixed  policy  of  placing  work  with  con- 
cerns in  the  localities.  You  take  in  camp  construction — that  is  almost 
the  universal  rule  to  place  the  work  with  local  contractors.  In  this 
kind  of  construction — ordnance-plant  construction — we  cannot  apply 
that  policy  to  the  same  degree,  because  very  frequently  we  get  into 
communities  where  there  is  no  contractor  experienced  in  that  type  of 
production,  but  where  there  is  a  contractor  in  a  more  distant  State  who 
has  built  that  very  type  of  plant. 

Senator  Connally.  It  couldn't  have  been  built  in  any  of  them,  be- 
cause you  said  there  were  but  three  or  four  in  the  United  States. 

Mr.  Patterson.  They  built  chemical  plants. 

1  Julius  H.  Amberg,  special  assistant  to  the  Secretary  of  War. 

2  In  a  letter,  dated  July  16,  1941,  Mr.  Amberg  submitted  the  information  to  Senator 
Connally. 
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Senator  Connally.  Well,  yes ;  similar  ones,  not  exactly.  I  under- 
stand that  this  Goodrich  Rubber  Co. — while  you  haven't  made  a  con- 
tract, you  are  going  to,  of  course — has  already  indicated  who  it  is  going 
to  give  these  other  contracts  to.  Do  they  have  to  be  submitted  to  the 
War  Department  for  approval,  or  does  the  Goodrich  Rubber  Co.  make 
those  contracts? 

Mr.  Patterson.  They  can't  make  them  without  the  concurrence,  in 
the  case  of  the  architect-engineer,  of  the  Ordnance  Department;  and 
in  the  case  of  the  building  contractor,  the  concurrence  of  the  Quarter- 
master Corps.     They  don't  have  the  say-so  about  that  alone. 

Senator  Connally.  When  you  tell  me  about  the  fee,  will  you  tell 
me  who  is  going  to  get  the  contracts  from  Goodrich?  I  suppose  it 
has  already  been  determined.     It  has  been  whispered  all  around. 

Mr.  Patterson.  They  don't  have  uncontrolled  choice  of  who  those 
two  people  are  going  to  be. 

Senator  Connallt.  I  understand  they  have  picked  them,  and  I 
assume  you  folks  will  approve  them — I  don't  know.  That  is  what 
I  am  trying  to  find  out. 

Mr.  Patterson.  I  think  in  most  cases  it  is  the  other  way. 

Senator  Connally.  You  folks  pick  them  and  they  approve  ? 

Mr.  Patterson.  Yes  sir. 

Senator  Connally.  Of  course,  you  have  the  final  responsibility  in 
any  case.     Naturally,  you  have  to  approve  them. 

Mr.  Patterson.  Yes,  sir.  I  think  the  program  reads,  though,  that, 
for  instance,  the  building  contractor  will  be  selected  by  the  Quarter- 
master Corps  "with  the  concurrence  of  the  prime  contractor."  I  think 
that  is  the  way  it  reads.  We  have  had  some  cases  of  disagreement 
between  the  prime  contractor  and  the  Quartermaster  Corps  on  that 
head. 

In  establishing  maxima  it  was  not  my  intention  that  the  maxima 
should  be  paid  in  every  case,  but  rather  that  the  fee  in  each  particular 
case  be  arrived  at  by  negotiation,  based  on  the  services  required  by 
the  contract  and  in  an  amount  equitable,  reasonable,  and  to  the  best 
interest  of  the  United  States. 

I  turn  to  clothing  and  equipage.  On  July  1,  1940,  clothing  and 
equipage  stocks  were  entirely  inadequate  to  meet  the  requirements  of 
the  expanded  Army.  Approximately  9  months  are  required  to  con- 
vert dollars  into  appreciable  quantities  of  clothing  and  equipage. 
Troops  were  supplied  during  the  first  9  months  of  fiscal  year  1940  by 
initiating  procurements  on  letters  of  intent  prior  to  the  availability  of 
funds,  executing  short-term  contracts  for  limited  quantities  as  rapidly 
as  cloth  became  available,  purchasing  all  excess  stocks  of  the  C.  C.  C, 
and  utilizing  all  excess  clothing  and  equipage  in  the  hands  of  the  Na- 
tional Guard  and  that  left  from  World  War  No.  1.  The  troops  were 
warmly  clad  and  provided  with  the  necessary  personal  equipment  dur- 
ing the  early  months  of  the  current  mobilization.  By  March  1,  1941, 
production  of  clothing  had  reached  a  point  at  which  it  was  possible 
to  withdraw  all  obsolete  clothing.  This  was  done,  except  in  the  case 
of  overcoats,  which  will  be  withdrawn  this  fall.  Stocks  of  clothing 
and  equipment  are  now  on  hand  in  sufficient  quantity  to  maintain  the 
current  Army,  and  existing  contracts  will  provide  for  the  orderly 
replacement  of  such  stocks.  This  program  of  supplying  clothing  and 
equipment  has  been  accomplished  through  appropriations  totaling 
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$672,348,997.  To  date  all  of  these  funds  have  been  obligated  except 
a  small  amount  reserved  to  cover  overruns  on  contracts  and  increased 
prices  on  a  few  awards  still  pending. 

I  know  that  you  are  interested  in  the  soldiers'  subsistence.  On  July 
1,  1940,  all  perishable  subsistence  was  purchased  by  individual  posts, 
camps,  and  stations  on  indefinite  quantity  contracts.  The  majority  of 
nonperishable  subsistence  supplies  was  purchased  by  9  quartermastei 
purchasing  depots.  The  tremendous  expansion  of  our  Army  neces- 
sitated a  change  in  purchasing  methods  to  assure  the  procurement  of 
adequate  quantities  of  desired  subsistence  supplies  in  an  economical 
and  efficient  manner.  Twenty-nine  quartermaster  market  centers  were 
established,  strategically  located  throughout  the  United  States,  for 
the  purchase  of  fresh  fruits  and  vegetables.  The  new  plan  went  into 
effect  for  most  Army  posts  of  over  2,000  men  on  May  1,  1941.  Non- 
perishable  subsistence  has  been  centralized  in  3  procuring  depots,  and 
distribution  is  effected  either  directly  to  the  posts  or  through  the  9 
distributing  depots.  During  the  time  that  this  plan  has  been  in  effect 
reports  from  the  field,  from  industry,  and  from  producers  indicate 
that  it  has  been  successful,  substantial  savings  have  been  made,  and 
deliveries  of  ample  quantities  of  fresh  fruits  and  vegetables  and  other 
subsistence  supplies  have  been  made  to  the  posts  as  well  as  to  troops 
engaged  on  maneuvers.  It  is  anticipated  that  approximately  15  per- 
cent of  the  soldiers'  ration  will  be  expended  for  fresh  fruits  and  vege- 
tables, thus  assuring  an  ample  supply  of  essential  vitamins  and  min- 
erals. I  can  say  without  hesitation  that  ours  is  the  best-fed  army  in 
the  world. 

For  the  fiscal  year  1940  the  subsistence  appropriation  was  $35,018,753, 
or  approximately  $95,680  per  day.  For  the  fiscal  year  1941  the  total 
subsistence  appropriation  amounted  to  $147,367,238,  or  approximately 
$403,746  per  day,  and  for  the  fiscal  year  1942  the  appropriation  bill 
contains  a  subsistence  appropriation  of  $263,689,382,  or  approximately 
$722,437  per  day. 

Facilities  for  transportation  of  the  Army  by  water  have  been  aug- 
mented. On  July  1,  1940,  there  were  12  stations  that  received  service 
from  the  Army  transports.  During  the  fiscal  year  1941  approximately 
15  new  stations  have  been  added  to  the  ports  of  call.  On  July  1,  1940, 
there  were  10  transports  operated  by  the  Army  Transport  Service. 
During  the  next  year  19  new  vessels  were  acquired  and  21  vessels 
chartered. 

The  harbor  boat  service  had  306  vessels  on  hand  on  July  1,  1940. 
The  procurement  program  for  fiscal  year  1941  called  for  an  addi- 
tional 564  boats.    Most  of  this  program  has  been  completed. 

In  order  properly  to  man  and  operate  the  transports  and  harbor 
boat  service,  the  number  of  civilian  employees  has  been  increased  from 
2,662  on  July  1, 1940,  to  5,729  at  the  present  time. 

This  program  has  been  accomplished  by  an  expenditure  of  $49,903,- 
706,  as  compared  with  an  appropriation  during  fiscal  year  1940  of 
$9,470,764. 

Motorized  transport  for  our  troops  is,  of  course,  of  prime  importance 
for  the  present-day  mechanized  army. 

On  July  1, 1940,  a  total  of  29,867  vehicles  was  on  hand.  During  the 
present  year  $296,176,061  was  appropriated  for  motor  vehicles,  and 
it  is  estimated  that  a  total  of  233,084  vehicles  will  be  purchased.    Con- 
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tracts  have  been  entered  into  at  the  present  time  for  a  total  of  209,541 
vehicles,  103,395  of  which  have  been  delivered.  After  completion  of 
purchase  and  delivery  of  vehicles  for  which  funds  are  now  available 
the  total  number  of  vehicles  on  hand  will  be  262,951,  which  will  pro- 
vide initial  equipment  for  all  active  units  and  requirements  for  admin- 
istrative purposes  at  all  Army  posts. 

CORPS  OF  ENGINEERS 

Mr.  Patterson.  The  Corps  of  Engineers  has  in  charge  the  procure- 
ment of  certain  specialized  equipment  for  the  Army.  It  also  has  charge 
of  construction  of  seacoast  defenses.  In  November  1940  it  was  given 
the  additional  duty  of  construction  at  Air  Corps  stations,  including  air 
bases,  pilot-training  schools,  air  depots,  and  industrial  facilities.  It 
was  likewise  assigned  the  construction  work  in  the  outlying  bases  leased 
from  Great  Britain  and  the  construction  in  Alaska. 

Total  appropriations  for  the  purchase  of  engineer  equipment  for  the 
fiscal  year  1941  were  $91,704,601.  Four  million  three  hundred  and 
twenty-six  thousand  four  hundred  and  eighty  dollars  additional  was 
appropriated  for  the  purchase  of  seacoast-defense  supplies ;  99  percent 
of  these  funds  have  been  obligated  and  70  percent  of  this  equipment 
has  been  delivered  at  this  date. 

There  were  24  partially  equipped  Regular  Army  engineer  organi- 
zations in  service  in  June  1940,  their  equipment  being  deficient  in  some 
critical  items.  Nineteen  National  Guard  organizations  were  active, 
with  little  in  the  way  of  equipment.  On  June  15,  1941,  there  were  89 
active  engineer  organizations  in  the  field,  fully  equipped  with  essential 
items.  They  lacked  only  a  few  recently  developed  or  approved  equip- 
ment items.  Delivery  of  these  items  to  troops  is  expected  to  be  made 
prior  to  the  Army  maneuvers  this  year. 

Antiaircraft  searchlights  are  a  major  item  of  supply  by  the  Corps 
of  Engineers.  The  number  available  at  this  time  is  approximately  four 
times  the  number  available  a  year  ago,  and  deliveries  are  being  made 
in  a  satisfactory  manner.  In  this  connection  it  may  be  noted  that  it 
was  necessary  to  increase  the  available  production  of  searchlight  mir- 
rors approximately  500  percent.  This  has  been  done  by  the  construc- 
tion of  a  Government  owned  and  operated  plant  and  by  increasing  the 
capacity  of  existing  civilian  facilities. 

I  shall  now  mention  Air  Corps  construction  by  the  engineers.  Under 
authority  of  Public,  781,  Seventy-sixth  Congress,  the  Secretary  of  War, 
on  November  20,  1941,  assigned  to  the  Corps  of  Engineers  the  respon- 
sibility for  all  construction  at  Air  Corps  stations  with  the  exception  of 
those  located  in  the  Panama  Canal  Zone.  On  November  29, 1940,  there 
were  81  Air  Corps  construction  projects  designated  for  transfer  to  the 
Corps  of  Engineers,  practically  all  of  which  had  been  transferred  by 
January  31,  1941. 

In  addition  to  these  projects  new  stations  have  been  approved  for 
construction  from  time  to  time,  bringing  the  total  to  118  as  of  May  31, 
1941.  Of  these  active  projects  in  various  stages  of  completion,  93  are 
in  continental  United  States  and  the  remaining  25  are  divided  between 
Alaska,  the  insular  possessions,  and  the  eastern  bases.  Of  the  93  sta- 
tions authorized  in  the  continental  United  States,  53  have  been  suffi- 
ciently completed  for  limited  occupancy  and  use,  representing  an  in- 
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crease  of  21  occupied  stations  since  February  1,  1941.  Although  in 
many  instances  the  stations  are  now  occupied  by  Air  Corps  units,  addi- 
tional construction  of  housing  or  technical  facilities  has  been  initiated 
in  order  to  meet  increased  requirements. 

A  total  of  $638,969,811  has  been  made  available  to  the  Corps  of  Engi- 
neers for  Air  Corps  construction.  Of  this  amount,  approximately 
$490,000,000  has  been  obligated.  Forty-two  percent  of  the  total  con- 
struction authorized  to  May  31,  1941,  exclusive  of  the  overseas  bases, 
has  been  completed  and  is  in  place.  The  cost  of  work  performed  on 
these  projects  as  of  May  31,  1941,  exclusive  of  costs  incurred  by  the 
constructing  quartermaster,  amounted  to  $84,196,233.  The  cost  in- 
curred by  the  constructing  quartermaster  on  these  projects  prior  to  the 
date  of  transfer  to  the  Corps  of  Engineers  amounted  to  $61,513,000. 

We  have  done  considerable  work  in  improving  our  seacoast  defenses. 
The  increased  activity  by  the  Corps  of  Engineers  in  seacoast  fortifica- 
tion work  may  best  be  expressed  by  reviewing  the  appropriations 
made  available  to  this  Department  over  a  period  of  4  years.  Total 
seacoast  defense  appropriations  for  the  fiscal  year  1938  totaled 
$2,010,551 ;  for  the  fiscal  year  1939,  $3,049  871 ;  for  the  fiscal  year  1940,, 
$7,650,740;  and  for  the  fiscal  year  1941,  $26,377,743.  Anticipated 
engineer  funds  for  coast-defense  work  in  fiscal  year  1942  total  approx- 
imately $44,000,000. 

The  construction  of  bombproof  seacoast  defense  batteries,  includ- 
ing both  major  and  minor  calibers,  was  initiated  during  the  current 
fiscal  year.  Major  and  minor  batteries  located  on  the  Pacific  coast, 
the  construction  of  which  was  started  in  the  fiscal  year  1940,  are  now 
nearing  completion  or  have  been  completed. 

In  addition  to  the  battery  construction  mentioned  above,  numerous 
projects  such  as  ammunition  storage  structures  in  Puerto  Rico,  Pan- 
ama, and  Hawaii,  bombproof  shelters  for  important  fire-control 
command  posts,  Aircraft  Warning  Service  message  centers,  roads  and 
trails  for  mobile  battery  positions  and  searchlight  positions,  and 
fire-control  structures  of  all  types  were  carried  on. 

During  the  fiscal  year  1942  the  battery  construction  program  is  to 
be  stepped  up.  Additional  major  and  minor  caliber  batteries  are  to 
be  initiated,  and,  in  addition,  some  of  the  existing  batteries  are  to  be 
provided  with  bombproof  protection.  It  is  expected  that  the  bat- 
teries now  under  construction  will  all  be  completed  during  the  coming 
year.  This  program  has  been  coordinated  with  the  other  branches  of 
the  service  so  that  the  engineer  work  will  not  be  completed  too  far 
ahead  of  the  work  of  other  departments.  Fire-control  construction, 
ammunition  storage  facilities,  and  other  similar  work  will  also  in- 
crease materially. 

In  my  report  as  to  the  work  of  the  Corps  of  Engineers  I  have 
omitted  any  detailed  reference  as  to  operation  at  the  bases  outside  the 
continental  limits  of  the  United  States.  It  is  the  view  of  the  War  De- 
partment that  the  work  which  is  being  done  at  the  bases  should  remain 
in  large  degree  secret.  Therefore,  I  feel  a  discussion  should  not  take 
place  in  this  public  session. 

The  Corps  of  Engineers  is  also  engaged  in  planning  and  develop- 
ment for  other  branches  of  the  Army  and  for  protection  of  the  civilian 
population.  In  accordance  with  a  War  Department  directive,  the 
Chief  of  Engineers  has  been  studying  methods  of  protective  construe- 
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tion  for  the  civilian  population  which  might  be  needed  in  case  of  air 
attack.  All  available  European  information  has  been  digested  and 
collated;  structures  to  give  protection  against  near  misses  and  direct 
hits  have  been  designed,  constructed,  and  tested  by  actual  bombing. 

In  addition,  type  plans  for  the  protection  of  air-base  facilities, 
bombproof  hangars,  control  rooms,  power  houses,  and  other  structures 
have  been  prepared.  Plans  for  the  protection  of  gasoline  supplies  by 
dispersion  and  by  protective  construction  have  also  been  prepared.  A 
continuation  of  this  study  will  be  made  during  the  coming  fiscal  year 
in  close  collaboration  with  the  air  force. 

Steel  machine-gun  emplacements  have  been  tested  and  new  types 
developed  for  use  at  air  fields  and  other  points  where  tactical  require- 
ments dictate  such  defenses. 

Upon  the  request  of  the  Chief  of  the  Air  Corps,  studies  have  been 
made  on  portable  steel  landing  mats  leading  to  the  development  of  a 
type  for  laying  on  a  field  otherwise  not  suitable  for  the  landing  of  mil- 
itary aircraft.  Three  successful  types  have  been  developed  which  are 
suitable  for  use  by  heavy  bombers  but  are  considered  too  heavy  for 
use  on  fields  on  which  pursuit  ships  and  light  bombers  are  to  land. 
Tests  are  now  being  made  on  other  types  which  will  be  adequate  for 
the  lighter  military  aircraft  and  which  will  have  the  advantage  of 
lighter  weight  and  ease  of  placement. 

SIGNAL  CORPS 

Mr.  Patterson.  The  Signal  Corps  functions  have  a  far  wider  scope 
that  the  mere  wigwagging  of  flags  implied  in  its  corps  insignia.  The 
Chief  Signal  Officer  is  charged  with  the  procurement  of  all  communi- 
cations equipment  used  by  all  branches  of  the  Army,  whether  it  be  by 
radio,  by  wire,  by  carrier  pigeon  or  by  visual  signal.  It  also  obtains 
meteorological  and  photographic  equipment. 

The  most  important  and  expensive  materiel  assigned  to  the  Signal 
Corps  relates  to  communication  by  radio,  and  one  of  the  most  im- 
portant types  of  radio  equipment  relates  to  aircraft.  Every  airplane, 
except  certain  training  planes,  is  equipped  with  a  radio  command  set, 
a  low-power  receiving  and  transmitting  radio  set  which  enables  com- 
munication between  airplanes  for  purposes  of  direction.  All  bom- 
bardment and  transport  planes,  in  addition,  have  a  radio  liaison  set,  a 
low-  or  medium-power  receiving  and  transmitting  radio  set,  which 
in  one  type  has  a  range  as  great  as  2,500  miles,  for  use  in  communica- 
tion with  other  airplanes,  or  with  vehicular  or  other  ground  points. 
The  bombardment,  transport,  and  advanced  training  planes  are  also 
equipped  with  a  radio  compass,  which  is  a  dual  remote-control  radio 
set,  to  be  operated  by  either  pilot,  for  ascertaining  the  location  of  the 
plane  with  reference  to  ground  radio  stations.  For  use  with  aircraft 
there  are  also  receiving  and  transmitting  ground  sets,  some  of  which 
are  built  into  trucks  and  trailers  for  mobile  use,  for  communication 
from  ground  to  plane.  Airplanes  are  also  provided  by  the  Signal 
Corps  with  interphone  equipment,  for  communication  within  the 
plane. 

In  July  1940,  there  was  being  delivered  monthly  $500,000  in  cost 
of  aircraft  equipment.  There  was  no  stock  on  hand,  outside  of  in- 
significant amounts  delivered  to  the  services  and  installed  in  planes. 
The  programs  for  the  fiscal  year  1941  called  for  an  expenditure  of 
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$103,742,000  for  this  type  of  equipment.  By  June  21,  1941,  aircraft 
equipment  costing  $11,521,475  had  been  delivered.  The  1942  program, 
as  thus  far  approved,  will  call  for  about  $208,000,000  more  to  be  ex- 
pended on  this  materiel,  and  it  is  expected  to  reach  an  ultimate  rate 
of  delivery  amounting  to  $12,000,000  in  value  of  aircraft  radio  and 
interphone  equipment  each  month. 

In  present-day  warfare,  radio  equipment  is  also  needed  in  combat 
vehicles.  Tanks  and  armored  cars  are  designed  to  be  equipped  with 
receiving  and  transmitting  vehicular  radio  sets  provided  by  the  Signal 
Corps,  issued  to  the  armored  force,  Cavalry,  Field  Artillery,  and 
Signal  Corps  units  for  communication  between  vehicles  and  with 
ground  stations  and  aircraft.  These  sets  are  of  varying  power  and 
able  to  communicate  with  each  other  in  column  or  with  headquarters 
located  many  miles  distant.  Tanks  are  also  provided  by  the  Signal 
Corps  with  interphone  equipment. 

On  July  1,  1940,  there  was  no  vehicular  radio  equipment  on  hand 
unissued  to  troops;  new  units  were  being  delivered  at  the  rate  of 
$115,000  per  month.  The  programs  for  the  fiscal  year  1941  called  for 
an  expenditure  of  about  $41,000,000  for  this  type  of  equipment.  By 
June  21,  1941,  vehicular  radio  equipment  costing  $5,270,230  had  been 
delivered.  The  1942  program  as  presently  approved  calls  for  $6,825,- 
000  more  to  be  expended  for  this  type  of  equipment,  and  an  ultimate 
delivery  is  expected  at  the  rate  of  $3,000,000  in  value  of  vehicular  radio 
equipment  each  month. 

There  is  also  need  for  portable  ground  equipment.  Portable  ground 
radio  sets,  both  transmitting  and  receiving  are  procured  by  the  Signal 
Corps  for  issue  to  the  Infantry,  the  Cavalry,  and  the  Field  Artillery, 
and  so  forth.  These  sets  vary  in  power  and  portability  from  the  light- 
weight sets  carried  by  parachute  troops  to  the  heavier  and  more  bulky 
set  carried  by  man  pack  or  by  truck. 

On  July  1,  1940,  there  was  none  of  this  equipment  on  hand  other 
than  that  in  hands  of  troops,  and  a  monthly  rate  of  delivery  of  equip- 
ment costing  $62,000.  The  1941  fiscal  year  programs  called  for  an 
expenditure  of  $38,000,000  for  this  type  of  equipment,  and  by  June  21, 
1941,  ground  equipment  having  a  value  of  $4,881,895  had  been  deliv- 
ered. The  1942  program  thus  far  approved  calls  for  the  expenditure 
of  an  additional  $789,000  under  this  head,  and  it  is  expected  to  reach 
a  delivery  rate  of  $3,400,000  in  value  of  ground  radio  equipment  each 
month. 

There  remains  a  type  of  radio  equipment  which  has  received  much 
public  notice  of  late — aircraft  and  surface  vessel  locating  equipment. 
Not  much  can  be  said  of  this  important  part  of  the  radio  equipment 
procured  by  the  Signal  Corps,  because  of  the  necessity  for  secrecy. 
Certain  secret  ground  apparatus  already  under  construction  under 
the  1941  program  is  included  in  the  figures  given  above  for  portable 
ground  equipment.  A  further  expenditure  of  some  $118,000,000  for 
aircraft  equipment  of  this  nature  is  included  in  the  $208,000,000  pre- 
viously mentioned  as  already  approved  for  the  1942  aircraft  radio 
equipment  program.  Suffice  it  to  say  that  the  equipment  now  being 
delivered  is  the  equal  of  that  in  use  by  any  foreign  power  and  is  a 
powerful  asset  to  the  defensive  system  of  this  country. 

Communication  by  wire  remains  important  to  the  Army,  in  spite  of 
the  great  development  of  radio  communication.  Wire  cable  of  various 
kinds  is  needed  by  front-line  units,  in  addition  to  heavier  types  of  field 
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wire  for  communication  over  longer  distances.  In  addition,  there  are 
various  portable  field  switchboards  and  field  telephones  required.  The 
switchboards  vary  in  size  from  the  small  monocord  type  used  by  assault 
units  to  the  larger  portable  type  which  approach  in  size  those  used  in 
large  commercial  exchanges. 

On  July  1,  1940,  there  was  a  stock  of  wire  cable  and  wire  communi- 
cations equipment  of  $1,500,000,  with  monthly  delivery  of  $66,000. 
The  1941  fiscal  year  program  called  for  the  expenditure  of  $32500,000, 
and  by  June  1  equipment  costing  $3,853,248  had  been  delivered.  A 
monthly  delivery  is  expected  of  $2,300,000. 

In  addition,  a  considerable  amount  of  miscellaneous  equipment,  such 
as  flags,  panels  for  signaling  airplanes,  codes,  ciphers,  and  wire  cards 
and  meteorological  and  photographic  equipment,  has  been  ordered 
and  received,  while  the  homing  pigeon,  in  spite  of  all  modern  inven- 
tions, is  still  a  valuable  messenger  in  charge  of  the  Signal  Corps. 

The  entire  programs  of  the  fiscal  year  1941  for  procurement  by  the 
Signal  Corps  totaled  over  $223,000,000,  and  the  1942  program  thus  far 
approved  will  add  another  $221,000,000.  To  date,  material  costing 
$25,771,544  has  been  delivered,  and  a  total  monthly  delivery  rate  of 
communications  equipment  costing  $21,500,000  is  in  sight.  In  esti- 
mating the  progress  in  procurement  in  the  communications  field,  it  is 
the  building  up  of  the  capacity  for  production  of  military  equipment 
that  is  most  important.  It  is  noteworthy  that  the  small  existing  stock 
of  communications  equipment  has  been  increased  by  a  delivery  of  $255- 
750,000  in  new  equipment.  But  it  is  more  significant  that  a  capacity 
for  production  of  such  equipment  amounting  to  less  than  $750,000  a 
month  in  June  1940  will  shortly  have  become  a  capacity  for  $21,500,000 
a  month.  It  is  this  rate  of  production  which  will  eat  up  the  balance 
of  the  1941  fiscal  year  program  and  any  increases  which  may  be 
approved  for  1942  and  succeeding  years. 

This  result  has  been  achieved  largely  by  education  of  the  existing 
huge  communications  industry  to  make  equipment  suited  to  military 
needs.  Only  one  facility  to  date  has  been  enlarged  at  public  expense 
under  the  sponsorship  of  the  Signal  Corps ;  to  wit,  the  erection  of  a 
plant  for  the  construction  of  special  type  of  radio  equipment.  In  addi- 
tion, a  plant  is  under  construction  for  the  manufacture  of  carbonyl  E 
iron  powder  used  in  electrical  cores,  and  three  plants  for  the  manu- 
facture of  the  new  light  assault  wire.  Expansion  is  also  planned  for 
the  ceramics  industry  in  the  manufacture  of  insulators.  All  told,  the 
total  cost  to  the  public  of  the  expansion  in  production  capacity  of  the 
communications  industry,  so  far  as  now  planned,  will  probably  not 
much  exceed  $3,500,000. 

CHEMICAL  WARFARE  SERVICE 

Mr.  Patterson.  The  work  of  this  service  relates  not  only  to  defense 
against  gas  attacks,  but  also  to  the  use  of  chemicals  in  offense. 

On  July  1,  1940,  the  Edgewood  Arsenal  in  Maryland  was  the  chief 
source  of  chemical  items.  There  was  one  other  gas  mask  assembly 
plant.  At  the  present  time  there  are  three  large  standard  service  gas 
mask  assembly  plants  and  five  noncombatant  mask  assembly  plants. 
All  these  eight  plants  can  assemble  training  masks.    Needs  of  the  sol- 
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diers  for  gas  masks  can  now  be  fully  accommodated,  although  facilities 
would  have  to  be  greatly  expanded  if  civilian  defense  needs  became 
acute. 

Impregnated  charcoal,  known  as  whetlerite,  for  use  in  gas  masks, 
previously  manufactured  solely  at  a  small  unit  in  the  Edgewood  Ar- 
senal, is  now  available  at  four  new  plants.  In  addition,  private  indus- 
try has  increased  its  capacity  severalfold.  Facilities  for  the  pro- 
duction of  soda  lime  have  likewise  been  expanded.  New  facilities 
are  also  in  operation  for  the  production  of  other  gas  mask  components, 
such  as  canisters  and  molded  face  blanks.  Protective  chemicals  and 
ointments  of  a  secret  nature  are  to  be  produced  in  plants  now  under 
construction. 

Facilities  for  production  of  offensive  chemical  items  are  being  added 
at  the  Edgewood  Arsenal,  while  new  production  plants  are  at  the 
present  time  approximately  70  percent  complete.  Additional  facilities 
may  be  required. 

Every  soldier  now  in  training  actually  has  with  him  at  all  times  a 
training  gas  mask,  and  every  soldier  in  the  armored  force  also  has  a 
dust  respirator.  In  addition,  there  are  now  on  hand  sufficient  battle 
gas  masks  to  equip  the  maximum  Army  now  authorized.  This  supply 
was  largely  accomplished  during  the  last  fiscal  year,  as  on  July  1, 
1940,  only  5  percent  of  the  training  masks  and  less  than  25  percent  of 
the  battle  masks  were  on  hand. 

Protective  chemicals  are  now  under  procurement  and  decontaminat- 
ing apparatus  is  on  hand  sufficient  to  safeguard  the  present  Army. 
Less  than  10  percent  of  this  was  in  stock  at  the  beginning  of  the  fiscal 
year. 

As  to  offensive  chemical  agents,  one-half  the  quantity  eventually 
needed  is  on  hand. 

As  in  the  case  of  the  Ordnance  Department,  the  educational  order 
program  authorized  by  the  Congress  has  proved  invaluable  in  the 
construction  of  the  specialized  facilities  needed  for  chemical  warfare. 
This  program  was  confined  entirely  to  defensive  items,  and  all  such 
contracts  were  awarded  to  firms  which  had  never  before  produced  the 
particular  item  concerned.  In  all,  22  plants  or  units  were  constructed 
under  this  program. 

There  are  15  plants  being  constructed  for  the  production  of  protec- 
tive chemicals,  and  Edgewood  Arsenal  is  also  being  rehabilitated.  The 
normal  priority  preference  rating  of  Chemical  Warfare  Service  con- 
tract items  is  just  above  that  of  unrated  civilian  supply  needs,  and 
this  low  priority  rating  and  the  scarcity  of  certain  construction  mate- 
rials are  delaying  several  of  these  projects. 

MEDICAL  DEPARTMENT 

Mr.  Patterson.  The  health  of  our  troops  is,  of  course,  a  prime  con- 
sideration. We  desire  to  take  every  advantage  of  medical  sicence  in 
the  care  of  our  troops,  both  in  camp  and  in  field  operations.  If  war 
should  occur,  we  must  also  be  equipped  for  surgical  care  of  the 
wounded. 

The  War  Department,  with  the  augmentation  of  the  Army  author- 
ized in  the  summer  and  fall  of  1940,  faced  the  problem  of  procuring 
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a  proportionate  increase  in  medical  supplies.  Thus,  station  hospital 
beds  were  expanded  from  14,000  to  73,000.  A  like  increase  in  surgical 
instruments  and  supplies  and  in  ambulances  became  necessary. 

Disruption  of  world  trade  made  the  procurement  of  certain  crude 
drugs  difficult;  however,  the  Treasury  Department  has  procured  a 
considerable  quantity  of  quinine  which  our  Medical  Department  is 
storing,  and  the  Surgeon  General  has  procured  quantities  of  opiates. 

In  order  to  handle  the  large  quantity  of  supplies  needed,  it  became 
necessary  to  open  three  new  active  depots  at  Chicago,  Toledo,  and 
Savannah,  and  to  expand  the  four  previous  depots  located  at  New 
York,  St.  Louis,  San  Antonio,  and  San  Francisco. 

The  procurement  program  authorized  for  the  fiscal  year  has  been 
contracted  and  deliveries  are  being  made  as  rapidly  as  possible,  al- 
though some  are  running  behind  schedule  because  of  difficulty  in 
obtaining  raw  materials  or  semifinished  parts,  or  for  other  reasons. 
New  manufacturing  equipment  had  to  be  installed  in  some  instances, 
and  almost  all  of  this  equipment  is  now  in  place  and  manufacturers 
are  progressing  with  the  training  of  new  employees.  There  has  been 
some  difficulty  in  obtaining  an  adequate  supply  of  highly  skilled 
workmen  required  in  the  manufacture  of  surgical  instruments. 

The  application  of  the  priority  and  inventory  control  systems  of 
the  Office  of  Production  Management  has  made  possible  a  more 
equitable  distribution  of  strategic  and  critical  materials  needed  by 
manufacturers  of  medical  supply  items.  This  is  particularly  true  in 
the  case  of  aluminum  for  litters  and  operating  lamps,  and  corrosion- 
resistant  steel  for  surgical  and  dental  instruments.  Forty-eight  items 
of  interest  to  the  medical  service  have  been  placed  on  the  Office  of 
Production  Management's  priorities  critical  list.  In  addition,  Gen- 
eral Metals  Order  No.  1,  issued  on  May  1,  placed  seven  classes  of 
metals  and  metal  products  used  in  Medical  Department  equipment 
under  strict  inventory  control. 

As  early  as  1939  the  Surgeon  General  foresaw  the  need  for  closer 
cooperation  between  the  department  and  the  manufacturers  of  supply 
items.  He,  therefore,  established  advisory  committees  on  drugs,  surgi- 
cal instruments,  and  other  types  of  medical  equipment.  These  com- 
mittees, composed  of  representatives  of  the  industry,  acted  in  an  ad- 
visory capacity  to  the  Surgeon  General  until  early  in  September  1940, 
when  the  Army-Navy  Munitions  Board  added  these  committees  to  its 
own  advisory  staff.  At  that  time  the  committee  on  drugs  met  with 
the  National  Defense  Advisory  Commission  and  formulated  plans  for 
increasing  the  production  of  domestic  drugs,  the  development  of  sat- 
isfactory substitutes  for  imported  drugs,  and  the  building  of  stook 
piles  of  those  imported  crude  drugs  for  which  no  satisfactory  substi- 
tutes were  available. 

As  a  result  of  these  conferences,  specifications  for  steel  were  changed 
to  permit  the  use  of  commercial  grade  stainless  steel  instead  of  the 
special  run  previously  required.  The  volume  of  items  required  by 
the  Medical  Department  made  it  impossible  to  rely  on  ordinary  com- 
mercial sources  of  supply  as  these  had  been  keyed  to  the  normal  de- 
mand of  the  civil  medical  practice.    As  a  result,  it  was  necessary  to 
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give  assistance  to  new  producers  through  grants  for  plant  expansion 
and  in  designing  tools  and  dies.  Notable  among  the  new  producers 
entering  the  field  are  manufacturers  of  silverware,  who  have  changed 
to  the  production  of  surgical  instruments,  and  manufacturers  of 
bicycles,  who  have  produced  litter  carriers. 

If  the  present  rate  of  production  is  maintained  and  delivery  sched- 
ules are  met,  medical  supplies  will  be  received  in  increasing  volume, 
although  the  program  will  not  be  completed  until  1942. 

UJSUGRAPHIC  DISTRIBUTION   OF   WAR  DEPARTMENT   PRIME  CONTRACTS 

Mr.  Patterson.  One  of  the  subjects  which  has  interested  this  com- 
mittee is  the  geographic  distribution  of  War  Department  contracts. 
I  have  asked  Mr.  Stacy  May,  of  the  Bureau  of  Research  and  Statis- 
tics of  the  Office  of  Production  Management,  to  prepare  some  data 
on  this  subject  which  I  now  present. 

The  distribution  of  prime  contracts  awarded  by  the  War  Depart- 
ment from  June  1,  1940,  through  May  1941,  is  shown  in  table  I  below 
for  the  major  geographic  regions  of  the  country. 

In  the  same  table  the  distribution  of  such  awards  is  compared  with 
the  value  of  the  to^al  manufacturing  output  of  the  country  as  re- 
ported by  the  1939  Census  of  Manufactures.  The  latter  figures  pro- 
vide an  over-all  measure  of  the  relative  manufacturing  importance 
of  each  region  and  represent  an  appropriate  standard  against  which 
to  evaluate  the  geographic  distribution  of  Army  contract  awards. 
For  the  purposes  of  rendering  the  comparison  more  helpful,  the  data 
are  shown  with  and  without  aircraft  contracts,  since  these  were  neces- 
sarily awarded  to  existing  plants  which  were  heavily  concentrated 
in  a  few  States,  notably  on  the  west  coast.  It  should  be  noted  in 
this  connection  that  several  new  aircraft  facilities  are  being  con- 
structed with  War  Department  funds  at  inland  locations,  including 
Oklahoma,  Nebraska,  Missouri,  Kansas,  Texas,  and  Ohio. 

Table  I. — Percent  distribution  of  Army  prime  contract  awards  and  total  value 
of  manufactured  product  by  regions 


Total 
value 

of  man- 
ufac- 
tured 

product ' 

Army  prime 
contracts 2 

Region 

Exclud- 
ing air- 
craft 

Includ- 
ing air- 
craft 

8.6 
28.2 
30.8 
6.8 
9.5 
3.5 
4.5 
1.5 
6.6 

8.0 

22.6 

31.5 

9.3 

11.5 

6.5 

3.6 

3.7 

3.3 

5.9 

23.9 

East  North  Central - 

28.5 

West  North  Central 

8.4 

10.0 

East  South  Central 

4.4 

West  South  Central -  - 

2.5 

2.7 

13.7 

Total 

100.0 

100.0 

100.0 

'  Census  of  Manufactures  for  1939. 

*  Prime  contracts  of  $10,000  or  more  awarded  from  June  1, 1940,  through  May  31, 1941. 


1546       INVESTIGATION  OF  THE  NATIONAL  DEFENSE  PROGRAM 

It  is  apparent  from  table  I  that  there  is  close  correspondence  be- 
tween the  geographic  distribution  of  manufacturing  industry  in  the 
country  and  the  prime  contracts  awarded  by  the  War  Department. 
In  fact,  there  tends  to  be  a  somewhat  greater  concentration  of  Army 
contracts  than  total  manufacturing  activity  in  the  less  highly  devel- 
oped industrial  areas  of  the  West  and  South. 

It  is  also  significant  to  note  that  the  new  plants  financed  by  the  War 
Department  funds  likewise  tend  generally  to  be  located  in  these  same 
areas  rather  than  in  the  already  heavily  industrial  regions.  The 
actual  distribution  of  War  Department  financed  plants,  on  the  basis 
of  their  estimated  cost,  is  shown  in  table  II  below : 

Table  II. — Percent  distribution  of  the  estimated  cost  of  new  industrial  facili- 
ties financed  by  War  Department  funds  and  total  value  of  manufactured 
product  by  regions 


Region 

Total 
value  of 
manufac- 
tured 
product  i 

Estimated 

cost  of 
War  De- 
partment 
facilities  2 

Region 

Total 
value  of 
manufac- 
tured 
product ' 

Estimated 

cost  of 
War  De- 
partment 
facilities J 

New  England 

8.6 
28.2 
30.8 
6.8 
9.5 
3.5 

2.5 
7.3 
40.5 
15.3 
12.9 
11.0 

4.5 
1.5 
6.6 

4.8 

Middle  Atlantic,    

Mountain 

Pacific     

3.1 

East  North  Central 

2.4 

West  North  Central 

.2 

Total. _ 

East  South  Central 

100.0 

100.0 

•  Census  of  Manufactures  for  1939. 

»  Commitments  of  War  Department  funds  from  June  1,  1940,  through  May  31,  1941. 
Department  share  of  Defense  Plant  Corporation  projects. 


Includes  War 


The  relatively  small  proportion  of  the  new  War  Department  plants 
in  the  New  England  and  the  Middle  Atlantic  States  is  largely  offset 
by  the  large  volume  of  Navy  shipbuilding  facilities  in  these  two  re- 
gions which  accounted  for  11.3  and  39.5  percent,  respectively,  of  the 
new  shipbuilding  facilities. 

The  volume  of  prime  contracts  is,  at  best,  an  imperfect  measure  of 
the  impact  of  the  defense  program  in  a  particular  area.  The  process 
of  production  involves  a  flow  of  materials  and  services  to  the  point 
of  final  fabrication  or  location  of  the  prime  contracts.  Of  course, 
many  areas  participate  in  this  process  without  being  revealed  in  the 
analysis  of  the  location  of  prime  contracts.  Hence,  a  more  compre- 
hensive measure  is  required  if  the  direct  and  indirect  effects  of  the 
defense  program  are  to  be  determined. 

Since  the  great  expansion  in  industrial  activity  which  has  taken 
place  during  the  past  year  may  be  almost  entirely  attributed  to  the 
defense  program,  the  increase  in  employment  in  each  area  may  be 
taken  as  the  most  general  measure  of  the  direct  and  indirect  effects 
of  the  program  in  that  area. 

Table  III  below  shows  the  regional  distribution  of  nonagricultural 
employment  in  April  1940,  before  the  defense  program  was  launched, 
and  corresponding  data  for  April  1941,  the  latest  month  available.  It 
will  be  noted  that  while  not  all  regions  have  experienced  the  same  rate 
of  increase  in  employment,  there  has  been  little  change  in  the  relative 
position  of  each  region  during  the  past  year. 
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Table  III. — Percent   distribution   of  nonagricultural   employment   by  regions, 

April  1940  and  1941 


Region 

April 

Region 

April 

1940 

1941 

1940 

1941 

8.5 
26.4 
23.2 

8.2 
12.1 

4.5 

9.0 
25.7 
23.7 

7.8 
12.2 

4.4 

West  South  Central 

6.3 
2.6 

8.2 

6.3 

Middle  Atlantic-    -  ... 

Mountain 

Pacific.     

Total. 

2.6 

East  North  Central  

8.3 

100.0 

100.0 

East  South  Central 

CONCLUSION 

Mr.  Patterson.  For  1942  the  Congress  has  already  approved  $10,- 
400,000,000  in  cash  appropriations  or  contract  authorizations.  Of 
this  amount  a  little  less  than  $3,400,000,000  is  for  the  liquidation  of 
contract  authorization  in  prior  appropriation  acts  and  about  $2,400,- 
000,000  for  pay  and  maintenance  of  the  existing  military  estab- 
lishment. This  leaves  a  balance  of  about  $4,600,000,000  for  new 
procurement  and  construction  activities.  The  bulk  of  that  is  for 
the  Air  Corps.  In  addition,  there  are  pending  supplemental  esti- 
mates totaling  $4,750,000,000  for  the  procurement  of  the  remaining 
munitions  to  complete  the  War  Department's  present  program,  and 
the  greater  item  of  that  last  figure  is  for  the  tanks,  antitank  weapons, 
and  antiaircraft  weapons  that  we  believe  mechanization  of  warfare 
calls  for  in  increased  quantities. 

This  1942  fiscal  year  appropriation,  plu3  the  pending  supple- 
mental estimate,  will  provide  for  the  procurement  of  a  balance  of 
essential  and  critical  items  to  complete  the  requirements  for  a  troop 
basis  of  1,725,000  men,  the  present  size  of  the  authorized  Army, 
so  as  to  provide  initial  allowance  and  normal  peacetime  mainte- 
nance for  such  contemplated  forces. 

In  addition  to  the  above,  it  is  contemplated  that  the  appropria- 
tions and  authorizations  granted  and  pending  will  provide  for  the 
initial  equipment  and  combat  maintenance  requirements  for  critical 
items  for  a  total  force  of  3,000,000  men,  including  the  Air  Corps' 
expansion  from  the  first  to  the  second  aviation  objective. 

Besides  essential  and  critical  items  for  an  existing  force  of  1,725,- 

000  men  and  critical  items  for  a  possible  force  of  3,000,000  men,  the 
program  calls  for  the  procurement  of  certain  quantities  of  ordnance 
and  aircraft  over  and  above  the  initial  equipment  for  such  force. 
This  will  constitute  an  additional  reserve  of  vital  importance  which 
will  certainly  be  required  in  the  event  of  hostilities. 

The  completion  of  the  1941  fiscal-year  program,  plu3  the  1942 
authorizations,  will  bring  industrial  America  into  production  of 
defense  articles  at  a  much  greater  rate  than  up  to  the  present  time. 

1  hope  that  the  War  Department,  in  executing  this  expanded  pro- 
gram, will  merit  the  approval  of  the  Congress  and  of  the  American 
people. 
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The  Chairman.  Thank  you  very  much,  Mr.  Secretary. 

Tomorrow's  witness  at  10 :  30  will  be  Mr.  A.  B.  Homer,  vice 
president  of  the  Bethlehem  Steel  Co.,  and  he  will  talk  to  us  about 
shipbuilding  and  the  Bethlehem  contracts. 

(Whereupon,  at  12 :  15  p.  m.,  an  adjournment  was  taken  until  10: 30 
a.  m.  Wednesday,  July  16,  1941.) 
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WEDNESDAY,  JULY   16,   1941 

United  States  Senate, 
Special  Committee  Investigating  the 

National  Defense  Program, 

Washington,  D.  C. 
The  committee  met  at  10 :  35  a.  m.,  pursuant  to  adjournment  on 
Tuesday,  July  15,  1941,  in  room  318,  Senate  Office  Building,  Senator 
Harry  S.  Truman  presiding. 

Present:  Senators  Harry  S.  Truman,  chairman;  James  M.  Mead, 
and  Joseph  H.  Ball. 

Present  also :  Hugh  A.  Fulton,  chief  counsel. 
The  Chairman.  The  committee  will  come  to  order. 
Mr.  Homer,  you  have  been  sworn  before  this  committee,  haven't  you  ? 
Mr.  Homer.  The  last  time  I  was  here  I  think  I  was  sworn.     That 
was  on  another  subject,  however. 

The  Chairman.  Well,  we  will  swear  you  again  to  be  safe.  Do  you 
solemnly  swear  to  tell  the  truth,  the  whole  truth,  and  nothing  but  the 
truth,  so  help  you  God  ? 

TESTIMONY  OF  A.  B.  HOMER,  VICE  PRESIDENT,  BETHLEHEM 

STEEL  CO. 

Mr.  Homer.  I  do. 

The  Chairman.  We  asked  you  to  come  here  as  a  representative  of 
the  Bethlehem  Steel  Co.  to  give  us  certain  information  with  regard 
to  the  contracts  which  you  now  hold  as  a  shipbuilding  corporation 
with  the  United  States  Government,  and  we  would  like  very  much  for 
you  to  tell  us  just  how  many  contracts  and  how  much  they  will  amount 
to  that  you  now  have  with  the  Federal  Government. 

Mr.  Homer.  I  am  very  glad  to  come  here  today,  Mr.  Chairman,  and 
to  attempt  to  give  you  a  picture  of  the  part  that  Bethlehem  Steel  Co. 
is  playing  in  this  national-defense  program,  and  I  think  it  might  be 
helpful  for  an  understanding  of  that  picture  if  I  might  give  first  a 
brief  description  of  the  plants  and  facilities  and  where  located  so 
that  for  the  purposes  of  the  record  it  may  be  clearly  understood  that 
we  are  not  talking  about  any  one  particular  plant.  We  don't  operate 
one  plant.    We  have  many  plants  all  over  the  country. 

The  Chairman.  You  may  proceed. 
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DESCRIPTION  OF  BETHLEHEM  STEEL  CO.'s  ACTIVITIES  AND  FACILITIES 

Mr.  Homer.  In  surveying  our  whole  program  and  the  many  ramifi- 
cations of  it,  it  would  probably  be  of  assistance  to  have  a  picture  of 
the  many  activities  and  plants  that  the  Bethlehem  Steel  Co.  is 
operating. 

The  Chairman.  You  may  proceed  because  we  want  not  only  in- 
formation with  regard  to  shipbuilding  contracts,  but  also  with  regard 
to  all  the  national-defense  contracts  in  which  Bethlehem  is  interested, 
So,  you  may  proceed. 

Mr.  Homer.  The  Bethlehem  Steel  Co.  is  engaged  chiefly  in  the  busi- 
nesses of,  first,  the  manufacturing  and  selling  of  iron,  steel,  and  certain 
other  products,  including  structural  shapes,  rails  and  rail  accessories, 
plates,  sheet  piling,  bars,  rods,  blooms,  billets,  slabs,  sheet  bars,  tin 
plate  bars,  skelp,  pipe,  tubes,  sheets,  strip,  black  plate,  tin  plate,  wire, 
wire  rope  and  other  wire  products,  bolts,  nuts,  rivets,  and  spikes,  forged 
car  wheels  and  axles,  railroad  frogs  and  switches,  forged  armor,  gun 
forgings,  air  flask  forgings,  ship  shafting,  press,  hammer,  and  drop 
forgings,  shell  forgings,  steel,  iron,  and  brass  castings,  pig  iron,  ferro- 
manganese,  ingot  molds,  coke  and  by-products  produced  in  the  manu- 
facture of  coke; 

Second.  The  construction  and  selling  of  steel  passenger  train, 
freight  train,  and  mine  cars; 

Third.  The  fabricating  and/or  selling  and/or  erecting  of  steel  for 
buildings,  bridges,  tanks,  and  other  miscellaneous  structures ; 

Fourth.  The  contracting  for  and  the  building  and  repairing  of  naval 
and  merchant  vessels,  tugs,  car  floats,  barges,  and  certain  other  harbor 
craft;  and 

Fifth.  The  mining  and  quarrying  of  iron  ore,  coal,  and  limestone, 
chiefly  for  its  own  use. 

The  properties  and  nature  of  operation  of  the  Bethlehem  Steel  Co., 
the  iron  and  steel  producing  and  manufacturing  plants,  as  of  De- 
cember 31, 1940,  are  as  follows : 

At  the  iron  and  steel  producing  and  manufacturing  plants  are 
located  facilities  with  an  estimated  combined  annual  capacity  of  7,- 
090,000  net  tons  of  coke,  7,620,000  net  tons  of  pig  iron,  180,000  net  tons 
of  ferromanganese,  and  11,850,000  net  tons  of  raw  steel,  together  with 
rolling,  forging,  casting,  and  other  finishing  facilities  capable  of  con- 
verting such  steel  into  certain  semifinished  and  finished  products. 

Such  plants  are  more  particularly  described  as  follows: 

Bethlehem  plant,  located  at  Bethlehem,  Pa.:  This  plant  comprises 
approximately  746  acres  of  land,  on  which  are  located  facilities  with  an 
estimated  annual  capacity  of  1,785,000  net  tons  of  coke,  1,416,000  net 
tons  of  pig  iron,  and  2,227,000  net  tons  of  open-hearth  and  electric 
raw  steel,  together  with  rolling,  forging,  casting,  and  other  finishing 
facilities  capable  of  converting  such  steel  into  certain  semifinished  and 
finished  products,  including  blooms,  billets,  slabs,  structural  shapes, 
alloy  and  carbon  bars,  tool  steel,  press  and  hammer  and  drop  forgings, 
including  forged  armor,  gun,  shell,  and  air-flask  forgings,  aircraft 
forgings,  ship  shafting,  and  other  miscellaneous  forgings  and  steel 
castings,  other  products  manufactured  at  this  plant  are  iron  and  brass 
castings,  machinery,  ingot  molds,  and  so  forth. 

Cambria  plant,  located  at  Johnstown,  Pa. :  This  plant  comprises 
approximately  689  acres  of  land,  on  which  are  located  facilities  with 
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an  estimated  annual  capacity  of  1,890,000  net  tons  of  coke,  1,440,000 
net  tons  of  pig  iron,  180,000  net  tons  of  ferromanganese,  and  1,800,000 
net  tons  of  open-hearth  and  Bessemer  raw  steel,  together  with  rolling, 
forging,  and  other  finishing  facilities  capable  of  converting  such  steel 
into  certain  semifinished  and  finished  products,  including  blooms, 
billets  and  slabs,  plates,  structural  shapes,  bars,  wire  rods,  wire  and 
wire  products,  forged  wheels  and  axles,  light  rails  and  rail  accessories, 
mine  ties,  rail  anchors,  steel  freight-train  and  mine  cars,  and  so  forth. 

Maryland  plant,  located  at  Sparrows  Point,  Md. :  This  plant  con- 
sists of  a  steel  division  and  a  shipbuilding  yard,  the  latter  being  known 
as  the  Sparrows  Point  yard  of  the  Maryland  plant,  after  June  2,  1941, 
however,  being  owned  and  operated  by  the  Bethlehem-Sparrows  Point 
Shipyard,  Inc.,  and  being  described  elsewhere  in  this  description  that 
I  am  giving.  The  steel  division  comprises  approximately  1,981  acres 
of  land,  on  which  are  located  facilities  with  an  estimated  annual 
capacity  of  1,780,000  net  tons  of  coke,  2,280,000  net  tons  of  pig  iron,  and 
3,535,000  net  tons  of  open  hearth  and  Bessemer  raw  steel,  together 
with  rolling  and  other  finishing  facilities  capable  of  converting  such 
steel  into  certain  semifinished  and  finished  products,  including  blooms, 
billets,  slabs,  skelp,  sheet  bars,  plates,  rails,  reinforcing  bars,  hot  rolled 
and  galvanized  sheets,  tin  terne  and  black  plate,  wire  rods,  wire  and 
wire  products,  wire  strand,  black  and  galvanized  pipe,  flanged  and 
dished  plate  work,  and  so  forth. 

Lackawanna  plant,  located  at  Lackawanna  and  Blasdell,  N.  Y. :  This 
plant  comprises  approximately  1,131  acres  of  land,  on  which  are  lo- 
cated facilities  with  an  estimated  annual  capacity  of  1,345,000  net  tons 
of  coke,  1,692,000  net  tons  of  pig  iron,  and  3,120,000  net  tons  of  open 
hearth  raw  steel,  together  with  rolling  and  other  finishing  facilities 
capable  of  converting  such  steel  into  certain  semifinished  and  finished 
products  including  blooms,  billets,  slabs,  sheet  bars,  structural  shapes, 
steel  piling,  plates,  alloy  and  carbon  bars,  rails  and  rail  accessories, 
hot  rolled,  cold-reduced  and  galvanized  sheets  and  strip,  rolled  joists, 
and  so  forth. 

Steelton  plant,  located  at  Steelton,  Danville,  and  Williamsport,  Pa. : 
This  plant  consists  of  the  Steelton  division,  located  at  Steelton,  Pa. ; 
the  Danville  division,  located  at  Danville,  Pa. ;  and  the  Williamsport 
division,  located  at  Williamsport,  Pa.  The  Steelton  division  comprises 
approximately  379  acres  of  land,  on  which  are  located  facilities  with 
an  estimated  annual  capacity  of  290,000  net  tons  of  coke,  792,000  net 
tons  of  pig  iron,  and  740,000  net  tons  of  open-hearth  and  electric  raw 
steel,  together  with  rolling,  forging,  casting,  and  other  finishing  facili- 
ties, capable  of  converting  such  steel  into  certain  semifinished  and  fin- 
ished products,  including  blooms,  billets,  and  slabs,  carbon  bars,  rails 
and  rail  accessories,  frogs,  switches,  and  special  track  work,  press  and 
hammer  forgings,  including  ship  shafting,  steel  castings,  and  so 
forth.  The  Danville  division  comprises  approximately  7  acres  of  land, 
on  which  are  located  rolling  mills  and  other  facilities  with  an  estimated 
annual  capacity  of  28,000  net  tons  of  bars  and  tubular  products  rolled 
from  old  rails  when  available.  The  Williamsport  division  comprises 
approximately  41  acres  of  land,  on  which  are  located  facilities  for 
drawing  wire  and  for  the  manufacture  of  wire  rope  and  wire  strand 
with  an  estimated  annual  capacity  of  14,000  net  tons. 

Seattle  plant,  located  at  Seattle,  Wash. :  This  plant  comprises  ap- 
proximately 82  acres  of  land,  on  which  are  located  facilities  with  an 
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estimated  annual  capacity  of  156,000  net  tons  of  open-hearth  raw  steel, 
together  with  rolling  and  other  finishing  facilities  capable  of  convert- 
ing such  steel  into  certain  semifinished  and  finished  products,  includ- 
ing blooms,  billets,  slabs,  structural  shapes,  plates,  tie  plates,  and  bars. 

South  San  Francisco  plant,  located  at  South  San  Francisco,  Calif. : 
This  plant  comprises  approximately  99  acres  of  land  on  which  are 
located  facilities  with  an  estimated  annual  capacity  of  160,000  net 
tons  of  open-hearth  raw  steel,  together  with  rolling  and  other  finishing 
facilities  capable  of  converting  such  steel  into  certain  semifinished  and 
finished  products,  including  blooms,  billets,  slabs,  structural  shapes, 
bars,  bolts,  nuts,  rivets,  and  spikes. 

Los  Angeles  plant,  located  at  Vernon,  Los  Angeles,  Calif.:  This 
plant  comprises  approximately  58  acres  of  land,  on  which  are  located 
facilities  with  an  estimated  annual  capacity  of  112,000  net  tons  of  open- 
hearth  raw  steel,  together  with  rolling,  forging,  and  other  finishing 
facilities  capable  of  converting  such  steel  into  certain  semifinished  and 
finished  products,  including  blooms,  billets,  slabs,  structural  shapes, 
bars,  bolts,  nuts,  rivets,  spikes,  and  forgings. 

Lebanon  plant,  located  at  Lebanon,  Pa. :  This  plant  comprises  ap- 
proximately 88  acres  of  land,  on  which  are  located  heating  furnaces, 
rolling  and  other  facilities  with  an  estimated  annual  capacity  of  162,000 
net  tons  of  steel  bars  and  other  finishing  facilities  capable  of  converting 
such  bars  into  bolts,  nuts,  rivets,  spikes,  sucker  rods,  and  forgings. 

Coatesville  plant,  located  at  Coatesville,  Pa. :  This  plant  comprises 
approximately  38  acres  of  land,  on  which  are  located  rolling  and  other 
facilities  with  an  estimated  annual  capacity  of  26,000  net  tons  of  boiler 
tubes. 

Wilmington  plant,  located  at  Wilmington,  Del. :  This  plant  com- 
prises approximately  42  acres  of  land,  on  which  are  located  shops  and 
other  facilities  for  the  manufacture  of  passenger-train  cars. 

Tulsa  plant,  located  at  Tulsa,  Okla. :  This  plant  comprises  approxi- 
mately 18  acres  of  land  on  which  are  located  an  iron  foundry,  a  forge 
shop,  machine  shop,  and  other  facilities  for  the  manufacture  of  iron 
castings,  forgings,  and  miscellaneous  oil-field  equipment. 

Structural  fabricating  works  as  of  December  31,  1940:  Structural 
fabricating  works  located  at  the  Bethlehem  and  Steelton  plants,  at 
the  Alameda  yard  of  the  west-coast  yards,  and  at  Pottstown,  Rankin, 
and  Leetsdale,  Pa.;  at  Buffalo,  N.  Y. ;  at  Chicago,  111.;  and  at  Los 
Angeles,  Calif.  Such  works  in  the  aggregate  have  an  estimated  annual 
capacity  for  fabricating  approximately  940,000  net  tons  of  steel  for 
bridges,  buildings,  tanks,  and  other  structures.  The  acreages  of  the 
land  occupied  by  such  works  located  at  the  Bethlehem  and  Steelton 
plants  and  at  the  Alameda  yard  are  included  in  the  respective  acre- 
ages of  such  plants  and  yard  as  stated  elsewhere  in  this  description. 
The  other  structural  fabricating  works  comprise  in  the  aggregate 
approximately  288  acres  of  land. 

bethlehem's  shipbuilding  and  ship-kepair  yards  as  of 
december  31,  1940 

Mr.  Homer.  Baltimore  yards,  located  at  Baltimore,  Md. :  These 
yards  comprise  the  lower  yard,  having  an  area  of  approximately  14 
acres,  and  the  upper  yard,  having  an  area  of  approximtely  27  acres. 
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They  are  equipped  with  floating  docks,  graving  docks,  wharves,  shops, 
and  other  facilities  for  the  repairing  of  vessels. 

Sparrows  Point  yard  of  Maryland  plant,  located  at  Sparrows  Point, 
Md.  (now  the  Bethlehem-Sparrows  Point  Shipyard,  Inc.)  :  This  yard 
comprises  approximately  102  acres  of  land.  It  is  equipped  with  nine 
building  ways,  wharves,  shops,  and  other  facilities  for  the  construc- 
tion of  commercial  vessels. 

Boston  yards,  located  at  East  Boston,  Mass. :  These  yards  consist  of 
the  Simpson  yard  and  the  Atlantic  yard.  The  Simpson  yard  com- 
prises approximately  8.5  acres  of  land  and  is  equipped  with  a  floating 
dock,  graving  docks,  wharves,  shops,  and  other  facilities  for  the  re- 
pairing of  vessels.  The  Atlantic  yard  comprises  approximately  13.5 
acres  of  land  and  is  equipped  with  a  floating  dock,  marine  railways, 
wharves,  shops,  and  other  facilities  for  the  repairing  of  vessels. 

Fore  River  yard,  located  at  Quincy  and  Braintree,  Mass. :  This  yard 
comprises  approximately  97  acres  of  land.  It  is  equipped  with  seven 
building  ways,  wharves,  shops,  foundries,  and  other  facilities  for  the 
construction  of  all  types  of  naval  and  merchant  vessels. 

West  coast  yards,  located  at  San  Francisco,  Alameda,  and  San 
Pedro,  Calif. :  These  yards  consist  of  the  San  Francisco  yard,  located 
at  San  Francisco,  Calif;  the  Alameda  yard,  located  at  Alameda,  Calif. ; 
the  Hunter's  Point  yard,  located  at  San  Francisco,  Calif,  (operated 
under  lease  from  the  Government)  ;  and  the  San  Pedro  yard,  located  at 
San  Pedro,  Calif.  The  San  Francisco  yard  comprises  approximately 
65  acres  of  land  and  is  equipped  with  three  building  ways,  floating 
docks,  wharves,  shops,  and  other  facilities  for  the  construction  and 
repairing  of  vessels.  The  Alameda  yard  comprises  approximately  66 
acres  of  land  and  is  equipped  with  floating  dock,  wharves,  shops,  and 
other  facilities  for  the  repairing  of  vessels.  The  Hunter's  Point  yard 
comprises  approximately  53  acres  of  land  and  is  equipped  with  two 
large  graving  docks.  The  San  Pedro  yard  comprises  approximately 
51  acres  of  land  and  is  equipped  with  a  floating  dock,  wharves,  shops, 
and  other  facilities  for  the  repairing  of  vessels. 

New  York  yards,  located  in  the  Borough  of  Brooklyn,  New  York 
City,  at  Mariners  Harbor,  Staten  Island,  New  York  City,  and  at 
Hoboken,  N.  J. :  These  yards  consist  of  the  Brooklyn  Fifty-sixth 
Street  yard,  and  the  Brooklyn  Twenty-seventh  Street  yard,  located 
in  the  Borough  of  Brooklyn,  New  York  City ;  the  Staten  Island  yard 
located  at  Mariners  Harbor,  Staten  Island,  New  York  City ;  and  the 
Hoboken  yard  located  at  Hoboken,  N.  J.  The  Brooklyn  Fifty-sixth 
Street  yard  comprises  approximately  19  acres  of  land  and  is  equipped 
with  floating  docks,  wharves,  shops,  and  other  facilities  for  the  repair- 
ing of  vessels.  The  Brooklyn  Twenty-seventh  Street  yard  comprises 
approximately  32  acres  of  land  and  is  equipped  with  floating  docks, 
wharves,  shops,  and  other  facilities  for  the  repairing  of  vessels.  The 
Staten  Island  Yard  comprises  approximately  37  acres  of  land  and  is 
equipped  with  four  building  ways,  floating  docks,  wharves,  shops,  and 
other  facilities  for  the  construction  and  repairing  of  vessels.  The 
Hoboken  yard  comprises  approximately  14  acres  of  land  and  is 
equipped  with  floating  docks,  wharves,  shops,  and  other  facilities  for 
the  repairing  of  vessels. 

In  addition  to  these  shipbuilding  facilities  that  have  just  been  men- 
tioned that  are  owned  by  Bethlehem  Steel  Co.,  we  are  operating  a 
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yard  at  Fairfield,  Md.,  which  is  just  outside  of  Baltimore,  where  we 
have  16  ways  which  are  practically  completed.  They  are  being  built 
for  the  Maritime  Commission,  and  the  whole  yard  is  for  the  purpose 
of  constructing  62  of  the  emergency-type  cargo  vessels  for  the  Maritime 
Commission. 

outline  of  bethlehem's  shipbuilding  and  ship  repair  activities 
under  national  defense  program 

Mr.  Homer.  Having  given  you  a  brief  description  of  the  facilities 
of  the  Bethlehem  Steel  Co.,  I  would  like  to  give  a  brief  outline  of 
Bethlehem's  present  work  under  contract  for  the  national-defense 
program.    I  think  that  is  in  response  to  your  questioning. 

The  Chairman.  We  made  that  request. 

Mr.  Homer  (continuing)  : 

Total  value  of  uncompleted  work  on  all  contracts  (other  than 
that  for  new  plant  facilities),  including  contracts  for  ships, 
steel,  ordnance,  and  other  materials,  a  great  part  of  which  is, 

directly  or  indirectly,  for  national  defense $1,  368, 000, 000 

Of  this,  the  amount  representing  contracts  held  by  the  Shipbuild- 
ing Division  is  as  follows  : 

For  ships  to  be  constructed  within  a  period  of  5  years 1,  033,  000,  000 

For  ship  repairs  and  miscellaneous  products 27,000,000 

The  balance  covers  contracts  held  by  the  Steel  Division  for 
all  classes  of  steel  products,  the  major  part  of  which  is, 
directly  or  indirectly,  for  national  defense,  and  which  repre- 
sent about  6  months'  production  at  full-capacity  operations-        308,  000,  000 

CONTRACT  VALUE   OF   DIRECT    NATIONAL    DEFENSE   WORK,    EXCLUDING    NEW 
PLANT  FACILITIES,   NOW   IN   PROGRESS 

Mr.  Homer.  I  might  explain  there  that  there  is  a  difference  between 
the  figure  that  I  have  previously  given  in  that  the  first  figures  are 
uncompleted  work  yet  to  be  done  to  complete  the  contracts,  but  it  was 
thought  that  you  might  like  to  have  some  idea  of  what  the  contract 
value  is  of  this  work. 

The  Chairman.  That  is  right.     I  was  going  to  ask  you  that. 

Mr.  Homer  (continuing) : 

Contract  value  of  direct  national  defense  work,  excluding  new  plant  facilities,  now 

in  progress 

(a)  Naval  vessels  under  11  percent,  70  percent  programs,  and  prior 

contracts  not  completed $971,  774,  000 

(ft)   Commercial  vessels  for  Maritime  Commission   and   private 

owners  suitable  for  defense  service 182, 168,  000 

(c)   Forged  armor,  gun  forgings,  shells,  bombs,  air-flask  forgings, 

shafting,  and  other  products 75,  000,  000 

Total     1,  228,  942,  000 

ESTIMATED  COST  OF  NEW  PLANT  FACILITIES  FOR  DEFENSE  PURPOSES 

Mr.  Homer.  We  consider  that  this  is  just  as  much  part  of  the  na- 
tional-defense program  as  the  actual  construction  of  the  various  prod- 
ucts, because  we  are  unable  to  produce  some  of  them  unless  we  have 
these  additional  facilities. 
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Estimated  cost  of  new  plant  facilities  for  defense  purposes 

(a)  New  plant  facilities  which  are  Government-financed: 

Steel  Division $23,  607,  000 

Shipbuilding  Division 49,  958,  000 

(6)   New  plant  facilities  which  are  financed  by  Bethlehem: 

Steel  Division 52,  000,  000 

Shipbuilding  Division 4,  000,  000 

Total  estimated  cost  of  new  plant  facilities  for  defense 
purposes 129,  555,  000 

Mr.  Fulton.  Those  financed  by  Bethlehem,  I  assume,  are  financed 
by  the  company  which  is  taking  the  amortization  over  a  5-year  period? 

Mr.  Homer.  Yes. 

I  would  like  to  continue  now  to  give  you  a  description  of  the  ship- 
building part  of  the  program. 

During  1940  three  new  shipways  were  completed  with  our  own 
funds,  which,  with  existing  shipways,  permitted  the  laying  down  of 
28  new  ships  in  that  year. 

Twenty-six  new  ways  and  two  reconditioned  ways  have  been  or  are 
now  being  added,  to  be  paid  for  by  the  Government  for  national- 
defense  use,  and  will,  with  existing  ways,  increase  the  number  of  ships 
laid  down  during  1941  to  77. 

Including  the  new  yard  for  the  construction  of  62  vessels  of  the 
emergency  cargo  type  for  the  Maritime  Commission,  Bethlehem  will 
have  in  operation  56  ways,  from  which  are  scheduled  to  be  delivered 
20  vessels  in  the  remainder  of  1941,  86  vessels  in  1942,  and  75  vessels 
in  the  following  3  years,  all  of  these  vessels,  totaling  181,  now  being 
either  under  construction  or  contracted  for.  Twenty-two  vessels  were 
delivered  in  1940,  and  14  have  been  delivered  to  date  in  1941. 

Out  of  a  total  of  181  ships  that  are  now  under  contract  or  not  com- 
pleted, 76  of  those  vessels  are  naval  vessels,  and  105  are  merchant  type 
vessels.  The  76  naval  vessels  consist  of  1  battleship,  4  aircraft  carriers, 
20  cruisers,  and  51  destroyers.  The  105  merchant  type  vessels  consist 
of  3  passenger  and  cargo  ships,  9  cargo  ships,  62  emergency  type  cargo 
ships,  and  27  tankers,  and  4  trawlers. 

Toward  the  end  of  May  1940  the  Navy  Department  requested  Beth- 
lehem to  give  immediate  consideration  to  the  construction  of  naval 
vessels  under  the  11  percent  naval-expansion  program.  Vessels  were 
to  be  constructed  in  the  shortest  possible  time,  utilizing  a  longer  work 
week,  shifts,  and  additional  facilities.  The  various  types  of  vessels, 
some  of  entirely  new  design,  and  others  duplicating  existing  designs, 
were  to  be  built  by  yards  best  prepared  by  experience  and  with  suitable 
facilities  to  complete  the  vessels  in  the  shortest  possible  time. 

The  Navy,  to  that  end,  had  predetermined  the  distribution  of  this 
construction  and  desired  Bethlehem  to  undertake  the  building  of  six 
cruisers  and  one  aircraft  carrier  at  the  Fore  River  yard,  three  de- 
stroyers at  the  Staten  Island  yard,  and  five  destroyers  at  the  San  Fran- 
cisco yard. 

Studies  were  made  of  the  additional  facilities  required,  and  during 
June  1940  the  details  of  the  requirements  were  satisfactorily  worked 
out  with  the  Navy  Department  during  many  conferences  in  Washing- 
ton. It  was  recognized  that  the  proposed  expansion  was  due  solely 
to  the  emergency  requirements  of  the  extraordinary  Navy  program.    It 
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would  not  in  any  sense  be  warranted  on  a  commercial  basis  either  in 
the  light  of  normal  business  prospects  or  experience  of  the  shipbuild- 
ing industry.  In  view  of  the  status  of  the  tax  laws  and  the  doubt 
whether  expenditures,  although  made  solely  for  the  carrying  out  of 
the  program,  could  be  deemed  a  part  of  the  cost  of  performing  the 
contracts  for  the  vessels  to  be  constructed,  and  as  the  Department  did 
not  wish  to  inflate  the  cost  of  such  vessels  by  the  cost  of  the  facilities 
it  was  finally  agreed  that,  insofar  as  possible,  the  facilities  should  be 
paid  for  and  owned  by  the  Government.  However,  some  of  the  facili- 
ties required  were  necessarily  so  interwoven  with  the  company-owned 
facilities  that  title  could  not  be  vested  in  the  Government,  and  the 
company,  therefore,  undertook  at  its  own  cost  the  expansion  of  exist- 
ing facilities  and  the  provision  of  new  facilities  at  an  estimated  cost 
of  approximately  $2,309,000.  This  figure  is  approximately  40  percent 
of  the  total  required  to  be  expended  by  the  company  in  normal  course 
for  such  purposes  in  the  last  7  years.  In  the  case  of  the  Fore  River 
yard  and  the  San  Francisco  yard  practically  all  the  available  land  was 
already  in  use,  and  the  program  involved  the  leasing  to  Bethlehem  of 
additional  land  by  the  Government  for  the  expansion  required  by  its 
needs.  The  design  and  installation  were  to  be  undertaken  and  fur- 
nished by  the  shipbuilder  subject  to  approval  and  inspection  of  the 
Navy. 

Prices  for  the  naval  vessels  were  negotiated  with  the  shipbuilder  by 
the  Navy  Department,  based  upon  costs  under  existing  conditions, 
with  proper  allowances  for  adjustments  for  future  changes  in  material 
and  labor  costs  and  for  overtime  and  shift  work  costs.  All  contracts 
awarded  Bethlehem  for  naval  vessels  were  at  a  fixed  price,  and  not  on 
a  cost-plus  basis. 

The  Chairman.  They  were  lump-sum  bids,  in  other  words. 

Mr.  Homer.  They  were  what  was  called  a  fixed-price  contract. 
The  price  in  the  contract  is  the  amount  which  cannot  be  exceeded — 
that  is  all  that  the  Navy — the  Government  pays — except  for  the  ad- 
justments for  labor  and  material  changes  that  may  occur  during  the 
period  of  construction. 

The  Chairman.  How  do  you  figure  the  profit  on  that  ? 

Mr.  Homer.  If  I  may  continue,  I  think  I  will  cover  that  point. 

The  Chairman.  All  right ;  proceed. 

Mr.  Homer.  With  negotiations  completed  by  June  25,  1940,  contracts 
were  executed  under  date  of  July  1,  1940,  for  the  11  percent  program. 
Immediately  thereafter  negotiations  were  commenced  on  the  70-per- 
cent naval  expansion  program.  The  11-percent  program  became  small 
in  comparison,  and  the  two  programs  were  in  effect  merged  into  one 
so  far  as  Bethlehem  was  concerned.  Such  a  program  which  Bethle- 
hem elected  to  assume  far  exceeded  anything  ever  done  before  in  this 
country,  and  made  possible  the  carrying  out  of  the  Navy's  schedule 
of  ships  in  the  time  desired. 

The  negotiations  for  the  70-percent  program  were  in  effect  an  ex- 
tension of  those  for  the  11  percent  program  and  the  same  general  con- 
ditions applied  as  to  form  of  contracts,  prices,  additional  facilities, 
and  allocation  of  vessels. 

To  obtain  the  utmost  capacity  of  production  and  expedite  construc- 
tion as  well,  some  modifications  were  made  by  the  Navy  in  the  70  per- 
cent awards  which  expedited  the  overall  program  in  Bethlehem's 
shipyards.   No  delay  in  the  start  of  the  program  was  caused  by  these 
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modifications  as  work  was  proceeding  currently.  Finally,  in  the  first 
week  in  September  1940,  all  negotiations  were  concluded,  and  contracts 
were  signed  on  September  9,  1910,  for  the  70  percent  program,  result- 
ing in  the  following  naval  vessels  being  awarded  to  Bethlehem  under 
the  11  percent  and  TO  percent  naval  expansion  programs: 

For  building  at  Fore  River  yard:  Four  1620 -ton  destroyers,  six 
10,000-ton  light  cruisers,  eight  13,000-ton  heavy  cruisers,  and  four 
aircraft  carriers ;  total,  22  ships. 

At  the  Staten  Island  yard;  five  1,620-ton  destroyers;  seven  2,100- 
ton  destroyers ;  total,  12. 

At  the  San  Francisco  yard,  nine  1,620-ton  destroyers ;  sixteen  2,100- 
ton  destroyers;  four  6,000-ton  light  cruisers;  total,  29. 

At  the  San  Pedro  yard,  six  1,620-ton  destroyers ;  four  2,100-ton  de- 
stroyers ;  total,  10. 

Total  destroyers,  1,620-ton  type,  24;  total  destroyers,  2,100-ton  type, 
27;  total  6,000-ton  light  cruisers,  4;  total  10,000-ton  light  cruisers,  6; 
total  13,000-ton  heavy  cruisers,  8;  total  aircraft  carriers,  4;  total  of  all 
ships,  73. 

Total  contract  value  of  the  vessels  just  listed,  $897,507,000. 

The  total  estimated  cost  (including  depreciation  and  general  over- 
head), in  which  cost  there  is  included  approximately  $14,131,800,  rep- 
resenting market  prices  of  certain  materials  such  as  plates  shapes, 
bars,  forgings,  castings,  and  so  forth,  all  or  part  of  which  may  be 
furnished  by  the  steel  division — total  estimated  cost,  $831,974,000, 
which  gives  a  total  estimated  profit,  before  interest  and  income  taxes, 
of  $65,533,000,  from  which,  if  you  deduct  the  interest  charges,  which 
are  estimated  by  us  at  the  rate  of  $0,007  per  dollar  of  sales  value, 
would  be  $6,300,000,  giving  an  estimated  profit,  less  interest  charges, 
of  $59,233,000 ;  from  which,  if  you  deduct  income  taxes,  which  are  es- 
timated at  a  rate  of  54  percent  of  the  taxable  income,  would 
amount  to  $32,000,000,  leaving  an  estimated  net  income  for  the  5- 
year  period  during  which  these  ships  are  under  construction  of  $27,- 
233,000,  which  represents  3  percent  of  the  contract  value. 

This  $27,233,000,  being  for  a  5-year  period,  would  result  in  an  esti- 
mated average  net  income  per  year  of  $5,446,000. 

In  addition  to  the  above,  there  are  in  the  course  of  construction  at 
the  Fore  River  yard,  one  battleship — 35,000  tons — and  two  light 
cruisers  of  6,000  tons,  with  a  contract  value  of  $74,267,000.  Those 
ships  were  contracted  for  prior  to  the  11  and  70-percent  programs,  but 
are  all  considered  as  part  of  the  national  naval  defense  program. 

The  scheduled  delivery  dates  for  the  above-mentioned  naval  vessels 
are  approximately  as  follows: 

In  1942  deliver  1  battleship,  eighteen  1, 620-ton  destroyers,  and  2 
light  cruisers,  a  total  of  21  ships. 

In  1943  our  schedule  calls  for  delivery  of  six  1,620-ton  destroyers, 
thirteen  2,100-ton  destroyers,  two  6,000-ton  cruisers,  one  10,000-ton 
cruiser,  and  three  13,000-ton  heavy  cruisers,  a  total  of  25  ships. 

In  1944  our  schedule  calls  for  the  delivery  of  fourteen  2,100-ton 
destroyers,  two  6,000-ton  light  cruisers,  three  10,000-ton  light  cruisers, 
one  13,000-ton  heavy  cruiser,  and  two  aircraft  carriers,  a  total  of  22 
ships. 

In  1945  our  schedule  calls  for  the  delivery  of  two  10,000-ton  light 
cruisers,  four  13,000-ton  heavy  cruisers,  and  two  aircraft  carriers,  a 
total  of  eight. 
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Grand  total,  76  ships. 

The  estimated  cost  of  Government-owned  facilities,  with  expendi- 
tures to  May  31,  1941,  and  the  costs  and  approximate  present-day 
value  of  Bethlehem-owned  facilities  are  as  follows — and  instead  of 
reading  this — it  is  rather  lengthy — I  would  like  to  submit  for  the 
record  a  copy  of  this  exhibit,  entitled  "Shipbuilding  and  Ship  Repair 
Facilities." 

The  Chairman.  It  may  be  placed  in  the  record. 

(The  chart  referred  to  was  marked  "Exhibit  No.  86"  and  is  included 
in  the  appendix  on  p.  1877.) 

Mr.  Homer.  These  expenditures  will  provide,  in  general,  the  fol- 
lowing necessary  facilities  for  our  yards  constructing  naval  vessels: 

Fore  River  yard :  two  additional  shipways  to  accommodate  vessels 
of  1,000  feet  by  150  feet,  with  overhead  crane  runways  and  cranes; 
additional  wet  basins  and  necessary  assembly  areas;  two  additional 
shipways  for  destroyer  construction;  facilities  for  assembly  of  tur- 
rets; extension  to  fabricating,  machine,  pipe,  and  sheet  metal  shops; 
additional  warehouse  and  plate  storage;  machine  tools,  welding  equip- 
ment and  other  general  auxiliary  facilities. 

Staten  Island  yard :  one  additional  shipway ;  three  additional  out- 
fitting piers;  extension  to  machine  shop;  warehouse  and  shop  equip- 
ment; and  facilities  for  manufacturing  propellers. 

San  Francisco  yard :  three  additional  shipways,  including  cranes, 
for  the  construction  of  six  destroyers  at  the  same  time  and  two  addi- 
tional shipways,  with  cranes,  for  the  construction  of  cruisers;  wet 
basin,  including  cranes ;  machine,  plate,  pipe,  and  sheet-metal  shops ; 
warehouse  and  other  general  auxiliary  facilities. 

San  Pedro  yard:  two  additional  shipways,  including  cranes,  for 
the  construction  of  four  destroyers  at  the  same  time;  two  outfitting 
piers;  six  service  shops,  including  machine  tools;  mold  loft;  trans- 
portation equipment  and  other  general  auxiliary  facilities. 

The  installation  of  these  additional  yard  facilities  for  naval  con- 
struction is  being  carried  out  under  the  supervision  of  the  Navy  De- 
partment. Orders  have  been  placed  or  contracts  have  been  let  for 
practically  the  entire  program. 

On  completion  of  the  vessels  now  under  contract  for  the  Maritime 
Commission  and  others  at  these  four  yards,  all  the  facilities  will  be 
required  for  the  construction  of  naval  vessels.  Furthermore,  it  is  our 
opinion  that  the  area  now  occupied  by  these  yards,  together  with  the 
additional  property  adjacent  thereto  leased  to  Bethlehem  by  the  Navy, 
and  on  which  leased  property  part  of  the  above  expenditures  for  yard 
facilities  are  being  made,  constitutes  the  maximum  capacity  of  such 
locations,  and  that  it  will  not  be  possible  to  further  increase  the  ca- 
pacity of  such  yards  by  additional  capital  expenditures.  At  the  time 
of  the  award  of  the  above-mentioned  naval  vessels,  our  delivery  pro- 
gram contemplated  the  increase  in  the  capacity  of  the  above-mentioned 
yards  to  the  maximum  limit  of  production. 

The  average  number  Of  production  employees  at  the  above-men- 
tioned yards  for  the  month  of  June  for  each  of  the  years  1934  to  1941, 
inclusive,  together  with  the  maximum  number  of  production  employees 
that  will  be  required  at  the  respective  yards  at  the  peak-time  employ- 
ment in  1942  are  set  forth  as  follows : 
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Fore  River  yard,  June  1934,  2,650  men ;  June  1935,  4,596  men ;  June 
1936— these  will  all  be  June  figures— 4,315 ;  1937,  3,472;  1938,  3,970; 
1939,  5,938 ;  1940,  6,525 ;  1941,  14,635.  Maximum  number  of  employees 
that  will  be  required  in  1942,  23,000. 

Staten  Island  yard — we  will  start  with  the  year  1938,  which  was  the 
year  in  which  Bethlehem  acquired  it— 1938,  691;  1939,  836;  1940, 1,758; 
1941,  3,585 ;  and  the  maximum  number  in  1942  will  be  approximately 
4,000. 

At  the  San  Francisco  yard,  1934,  671  men;  1935,  642  men;  1936,  786; 
1937,  2,120;  1938,  1,386;  1939,  886;  1940,  1,734;  1941,  4,655;  and  the 
maximum  number  of  employees  that  will  be  required  in  1942,  12,000. 

San  Pedro  yard,  1934, 107 ;  1935,  241 ;  1936,  365 ;  1937,  358 ;  1938,  302 ; 
1939,  402;  1940,  500;  1941,  1,739;  and  the  maximum  number  of  em- 
ployees that  will  be  required  in  1942  will  be  3,000. 

The  total  for  all  of  these  4  yards :  1934,  3,428 ;  1935,  5,479 ;  1936,  5,466 ; 
1937,  5,950;  1938,  6,349;  1939,  8,062;  1940, 10,517;  1941,  24,614;  and  the 
maximum  number  of  employees  that  will  be  required  in  1942 — pro- 
duction employees — will  be  42,000. 

Mr.  Chairman,  I  think  that  that  completes  my  brief  statement  as  to 
the  part  that  Bethlehem  is  playing  in  this  national-defense  program, 
and  particularly  with  reference  to  the  shipbuilding  division. 

The  Chairman.  We  want  to  ask  you  a  question  or  two.  I  want  to 
get  back  to  that  contract  situation.  You  say  that  those  contracts  were 
let  on  the  basis  of  a  certain  fixed  sum  beyond  which  you  could  not  go 
in  cost. 

Mr.  Homer.  Yes ;  they  are  what  we  call,  Mr.  Chairman,  a  fixed-price 
contract. 

The  Chairman.  A  fixed-price  contract.  And  you  were  protected  in 
that  fixed-price  contract  on  the  cost  of  the  materials  and  the  cost  of 
labor,  were  you  not  ? 

Mr.  Homer.  We  are  protected  against  any  increases  in  material 
costs  and  labor  rates  beyond  those  that  existed  in  May  1940,  which 
was  the  time  at  which  our  estimates  were  made  and  on  which  our 
costs  were  based.  We  are  compensated  for  any  increases  in  material 
and  labor  which  occur  as  a  result  of  a  method  which  has  been  in  use 
by  the  Navy  Department  since  1933,  which  is  based  on  a  change  in  an 
index  determined  by  the  Department  of  Labor,  Bureau  of  Labor 
Statistics,  for  material  and  for  labor.  If,  for  instance,  the  material 
index  shows  an  increase,  then  there  is  an  adjustment  made  in  the 
amount  of  money  that  is  to  be  expended  for  material  under  the  con- 
tract from  that  time  on;  but  all  of  these  methods  are  predeter- 
mined— they  are  not  left  to  the  judgment  of  anyone  afterward. 
They  are  all  predetermined  and  written  into  the  contract,  so  that 
there  is  no  question  as  to  how  the  thing  is  going  to  work  or  operate 
through  the  life  of  the  contract. 

The  Chairman.  I  understand  that,  but  what  it  really  amounts  to 
is  that  you  are  protected  against  the  fluctuation  in  prices  of  labor  and 
material  during  the  life  of  the  contract. 

Mr.  Homer.  We  are  protected  insofar  as  the  index  may  reflect 
actual  changes.  The  index  prices,  for  instance,  of  material  is  based  on 
the  prices  of  a  great  many  commodities  throughout  the  country.  It  is 
called  the  index  for  group  VI,  Metals  and  Metal  Products,  issued  by 
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the  Department  of  Labor,  which  covers  prices  of  the  automobile  indus- 
try, the  steel  industry  and  all  the  people  that  manufacture  iron 
and  steel  accessories  and  electrical  equipment,  and  so  forth.  There 
is  a  whole  list  given  of  what  they  are.  We  would  be  protected  if  the 
change  in  the  index  covers  the  actual  change  in  the  prices  that  we  have 
to  pay,  but  you  can  see  that  where,  over  the  whole  country,  prices 
are  taken  covering  a  certain  group,  it  might  be  that  the  weight  of  a 
certain  number  of  prices  throughout  the  whole  country  would  be  so 
heavy  on  the  total  that  we  might  in  the  shipbuilding  industry  have 
certain  increases,  but  at  the  same  time  the  index  wouldn't  reflect  it 
in  the  exact  amount  that  it  occurs.  So,  to  that  extent  we  are  not 
protected.  We  take  a  certain  risk  on  that,  but,  generally  speaking, 
the  material  and  labor  adjustments  protect  us  against  a  wide  fluctua- 
tion in  the  cost  of  materials  or  labor.  It  is  not  intended  to  cover  these 
small  fluctuations.  And  if  we  get  into  inflation  or  if  we  get  into  a 
large  increase  in  labor  costs,  then  we  would  probably  be  protected  from 
a  major  change  in  the  cost. 

The  Chairman.  You  furnish  most  of  the  steel  plates  and  the  steel 
castings  and  all  that  material  to  the  shipbuilding  company,  do  you 
not — that  is,  the  Bethlehem  Steel  Co.  furnishes  almost  all  the  material 
that  they  use? 

Mr.  Homer.  If  you  don't  mind,  I  will  put  it  the  other  way.  I  am 
in  charge  of  the  shipbuilding  division  of  the  Bethlehem  Steel  Co. 

The  Chairman.  I  see.  Then  you  receive  it  from  the  Bethlehem 
Steel  Co. 

Mr.  Homer.  I  would  like  to  answer  that  this  way — that  we  make 
our  estimates  for  all  steel  products,  including  plates  and  shapes  and 
castings  and  forgings,  on  the  basis  of  the  market  price  and  that  we 
don't  know,  when  we  make  that  estimate,  whether  all  or  some  or  what 
proportion  of  that  total  of  steel  products  is  going  to  be  furnished  to 
us  by  the  Bethlehem  Steel  division.  We  might  have  to  buy,  as  we 
are  doing  now,  steel  products  from  other  steel  companies,  but  we 
base  our  estimates  on  the  market  price  for  steel. 

The  Chairman.  The  reason  you  are  buying  from  others  is  that 
you  have  so  much  shipbuilding  business  that  the  possibility  is  that 
you  will  have  to  run  into  the  market  because  your  own  factory  can't 
make  it. 

Mr.  Homer.  That  might  be  the  reason.  There  are  other  prod- 
ucts  

The  Chairman  (interposing).  The  profits  on  those  steel  castings 
and  steel  plates  and  the  material  that  you  have  to  buy  from  the 
Bethlehem  Steel  Co.  are  figured  to  the  Bethlehem  Steel  Co.  in  addi- 
tion to  the  shipbuilding  profits  that  you  have  given  us  here  2 

Mr.  Homer.  Yes;  they  are  considered  by  us  to  be  just  the  same  as 
any  other  outside  subcontractor  that  furnishes  material.  For  in- 
stance, if  General  Electric  or  Westinghouse  furnishes  us  with  genera- 
tors or  motors,  we  buy  them  at  the  market  price,  and  those  people 
make  whatever  profit  they  make.    We  don't  know  what  it  is. 

The  Chairman.  I  see. 

Mr.  Homer.  We  buy  steel  from  Bethlehem  Steel  division  or  from 
Carnegie  or  from  Midvale  or  from  any  of  the  others  at  the  market 
price.  Incidentally,  out  of  the  total  program  of  practically  $900,000,- 
000,  the  market  value  of  the  materials  that  the  Bethlehem  Steel  Co., 
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steel  division,  could  furnish  to  us  is  only  $14,000,000,  which  is,  well, 
iy2  percent  of  the  total  contract  price,  so  that  it  isn't  a  large  amount. 
It  is  a  very  small  amount  of  the  total  contract  price. 

Senator  Mead.  Might  I  ask,  Mr.  Chairman,  if  you  are  experiencing 
any  difficulty  in  getting  adequate  power  or  materials  or  supplies? 

Mr.  Homer.  In  electric  power? 

Senator  Mead.  Yes. 

Mr.  Homer.  Not  to  my  knowledge. 

Senator  Mead.  And  the  same  is  true  of  material  and  supplies  of  all 
kinds  ? 

Mr.  Homer.  Well,  I  can't  say  that  we  are  having  no  trouble  in  get- 
ting materials.  I  believe  that  in  this  whole  national-defense  program, 
as  far  as  the  shipbuilding  operations  are  concerned,  our  ability  to 
produce  ships  is  going  to  depend  primarily  on  our  ability  to  get  ma- 
terials when  we  need  them.  The  bottleneck  is  not  in  the  shipyards : 
the  bottleneck  is  not  with  labor,  as  we  see  it  today.  The  bottleneck 
is  going  to  be  in  being  able  to  get  materials  when  we  need  them  to  put 
into  the  ships. 

Senator  Mead.  But  you  are  not  experiencing  any  difficulty  at 
present  ? 

Mr.  Homer.  At  the  present  time  we  are  ahead  of  our  schedule,  but 
we  are  alert  to  the  situation.  We  have  built  up  an  organization  to, 
cover  what  we  call  the  procurement  and  the  expedition  of  material. 
We  have  an  organization  all  over  this  country  which  is  doing  nothing 
but  trying  to  get  the  materials  into  our  shipyards  when  we  need  them 
so  that  we  are  not  delayed  due  to  the  inability  of  obtaining  materials. 
Our  biggest  job,  as  I  see  it  now,  is  to  get  the  materials  in  the  yards 
when  we  need  them.  Of  course,  that  involves  priorities,  and  all  that 
goes  with  it. 

Senator  Mead.  For  the  present  the  situation  looks  satisfactory,  and 
you  said  a  minute  ago  you  were  ahead  of  schedule.  About  how  far 
ahead  of  schedule,  on  the  average,  are  you  in  delivering  these  ships? 

Mr.  Homer.  Well,  I  can  give  you  a  concrete  example.  Take  the 
battleship  at  Fore  River,  which  is  the  battleship  Massachusetts;  we 
intend  to  launch  her  in  September  this  year.  We  intend  to  deliver 
her  in  December  the  following  year.  We  will  have  reduced  the  time 
approximately  7  or  8  months  from  the  contract  time. 

On  our  cruisers  that  are  being  constructed,  the  light  cruisers  at 
Fore  River,  I  will  say  that  we  are  from  3  to  4  months  ahead  of  our 
schedule ;  and  all  the  way  down  in  our  destroyer  program,  I  would  say 
that  we  are  on  or  ahead  of  schedule.  Those  ships  are  not  far  enough 
along  so  that  we  can  tell  what  the  ultimate  result  is  going  to  be,  but 
we  feel  we  will  be  on  or  ahead  of  schedule  unless  we  get  into  some 
serious  difficulty  beyond  our  control  in  connection  with  the  obtaining 
of  materials. 

Senator  Mead.  Speaking  about  the  destroyers,  are  they  of  stand- 
ardized design  so  that  we  can  get  into  mass  production  of  ships  of 
that  type  ? 

Mr.  Homer.  Yes;  the  destroyers  are  of  two  types.  The  1,620-ton 
destroyers  were  a  duplicate  of  the  1,620's  that  were  being  built  prior 
to  this  national-defense  program,  and  in  order  to  be  able  to  go  into 
production  immediately,  those  1,620-ton  destroyers  were  selected  and 
awarded  so  that  we  who  had  built  some,  and  the  other  yards  who  had 
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built  or  were  building  some,  could  immediately  start  production. 
Those  were  to  be  followed  by  a  new  design  of  2,100-ton  destroyers 
all  of  which  will  be  of  the  same  design.  All  of  the  yards  will  build 
the  same  2,100-ton  destroyer  from  the  same  plans,  and  that  will  be 
a  duplication  proposition. 

Senator  Mead.  Getting  back  to  supplies  of  material,  how  about 
the  supply  of  tools,  dies,  and  machines  ? 

Mr.  Homer.  Machine  tools  are  one  of  our  problems.  We  would 
like  to  have  machine  tools  now  that  we  are  unable  to  get.  However, 
at  the  present  time  we  in  general  don't  foresee  that  that  delay  in 
machine-tool  delivery  is  going  to  delay  the  program.  If  it  continues 
for  any  length  of  time,  there  may  be  some  delay. 

Senator  Mead.  What  about  bringing  up  adequate  labor  forces  to 
meet  the  increased  demand  ? 

Mr.  Homer.  We  started  over  a  year  ago  to  anticipate  this  situation. 
When  in  May  1940  we  had  a  conception  of  what  this  tremendous  pro- 
gram was  go:ng  to  mean  as  far  as  labor  force  is  concerned,  but  to 
the  fact  that  the  naval  construction  and  merchant  construction  for  a 
long  time  had  not  been  of  any  great  volume  and  the  labor  force  had 
gradually  worked  into  other  industries  and  away  from  the  shipyards, 
we  felt  that  a  survey  should  be  made  of  the  labor  situation  in  all  the 
areas  where  we  had  plants,  and  that  we  should  start  at  once  to  de- 
velop a  training  course  for  employees  that  could  be  brought  back 
into  the  industry,  whether  they  were  partially  experienced  or  whether 
they  were  inexperienced,  because  we  felt  that  we  would  have  to  do 
something  in  that  respect  in  order  to  obtain  the  force  and  build  it  up 
when  we  wanted  it. 

We  had  to  establish  certain  conditions  as  to  the  type  of  training. 
We  could  not  put  these  men  in  a  4-year  apprentice  training  course, 
because  the  emergency  might  be  over,  and  we  wouldn't  have  them 
when  we  wanted  them.  We  had  to  devise  a  training  method  which 
would  make  specialists  for  certain  jobs  and  trades,  which,  would  per- 
mit these  men  to  be  trained  in  3  or  4  months  to  do  the  job.  You  can 
do  that  when  you  have  a  large  amount  of  work  and  a  certain  amount 
of  repetitive  work.  As  the  result  of  that  study,  we  laid  out  a  program 
in  all  of  our  yards  as  to  how  many  men  we  would  need  in  the  different 
trades,  and  when  we  would  need  them,  and  how  that  would  have  to  be 
built  up  over  the  months  as  it  went  along,  and  we  would  anticipate 
those  needs  and  start  to  train  the  men  so  that  they  would  be  ready  for 
employment,  and  so  they  would  be  able  to  produce  when  we  needed 
them. 

I  think  I  have  some  figures  here  that  might  interest  you.  At  the 
present  time,  we  are  ahead  or  on  schedule  as  far  as  training  men  goes. 
We  have  been  very  much  pleased  with  the  results.  It  has  amazed  us 
to  find  that  there  has  been  an  adequate  supply  of  labor  in  practically 
every  port  in  which  we  have  a  yard,  and  that  these  new  men  have 
taken  hold  with  enthusiasm  and  have  learned  their  job  well  and  are 
now  forming  a  large  part  of  our  producing  force.  At  the  Fore  River 
yard,  for  instance,  in  Quincy,  Mass.,  to  date  we  have  trained  4,000 
men.  We  have  about  625  in  training  at  the  present  time,  and  we  will 
have  to  train  a  total  of  between  four  and  five  thousand.  There  does 
not  seem  to  be  any  bottleneck  in  that  particular  case,  and  we  are  actu- 
ally well  ahead  of  schedule.    As  a  matter  of  fact,  we  have  employed 
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at  that  yard  probably  2,000  men  more  than  we  thought  we  would  be 
able  to  get  up  to  that  time. 

The  Chairman.  Do  you  draw  any  color  line  in  these  yards? 

Mr.  Homer.  No;  but  up  north  they  don't  have  very  many  of  them. 
When  the  winter  comes  round  they  like  to  go  south  with,  the  birds. 
But  whenever  we  have  a  certain  number  of  them  there  in  the  summer- 
time, we  can  use  them.  We  have,  of  course,  in  Baltimore  many  more 
than  we  have  up  north.  We  have  no  yards  on  the  Gulf  or  farther 
south  than  Baltimore. 

As  for  our  total  figures  on  training,  we  have  to  train,  I  would  say, 
for  our  total  program  outlined  to  you,  about  14,000  men.  It  looks  like 
a  tremendous  undertaking  to  do  it  in  a  short  time,  but  we  are  on 
schedule  and  we  have  already  trained,  or  have  in  training,  over  7,000 
men. 

Senator  Mead.  The  training  is  done  right  in  the  yards? 

Mr.  Homer.  Yes ;  it  is  done  right  in  the  yards. 

Senator  Mead.  Under  the  supervision  of  the  skilled  workmen? 

Mr.  Homer.  It  is  done  partially  by  classroom  work  and  partially, 
I  would  say  mostly,  on  the  job.  If  you  are  interested  in  the  method, 
I  would  be  glad  to  go  further  if  you  have  the  time,  but  briefly  it  is 
this,  that  these  trainees  have  1  hour  of  classroom  work  every  morn- 
ing, the  first  hour  in  the  day.  The  rest  of  the  time  is  spent  out  on 
the  job  working  under  the  direction  of  an  instructor.  We  have  on 
the  average  one  instructor  to  every  10  men,  so  that  he  is  able  to 
give  them  the  personal  supervision.  That  has  worked  out  very 
satisfactorily  and  these  men  are  being  trained  that  way  for  the 
various  trades  under  the  instruction  of  an  experienced  man  in  that 
trade  who  works  with  them  right  on  the  job,  and  also  attends  the 
classroom  work  with  them,  so  that  he  is  in  that  training  picture  all 
the  time. 

Senator  Ball.  Do  you  pay  them  while  you  are  training  them  ? 

Mr.  Homer.  Oh,  yes. 

Senator  Ball.  Have  the  unions  cooperated  in  that  program? 

Mr.  Homer.  We  have  had  no  difficulty  to  date. 

Senator  Mead.  What  progress  has  the  Bethlehem  Shipbuilding 
Corporation  attained  in  the  repair  of  ships  above  the  water  line  and 
on  the  decks  and  in  the  interior  of  the  ships  without  the  use  of  the 
docks  or  the  ways  that  might  be  used  for  more  important  work? 

Mr.  Homer.  Well,  a  large  proportion  of  repair  work  today,  par- 
ticularly ships  that  have  been  damaged  due  to  being  in  the  combat 
zone,  is  above-water  damage,  and,  of  course,  the  repairs  to  those 
ships  are  undertaken  alongside  of  a  pier  in  the  repair  yard,  or,  if  we 
do  not  have  a  sufficient  number  of  piers,  we  endeavor  to  get  addi- 
tional space  to  do  the  work  either  adjacent  to  or  as  near  as  possible 
to  the  yard.  We  are  doing  that  in  all  of  our  ports.  We  are  leasing 
piers  and  expanding  where  necessary  so  we  can  take  care  of  the 
additional  work.  Of  course,  that  doesn't  increase  your  drydocking 
capacity  at  all,  but  it  does  ease  the  situation  as  far  as  above-water 
work  is  concerned. 

Senator  Mead.  A  great  deal  of  it  is  being  done  now  without  the 
use  of  the  regular  docks  and  piers  ? 

Mr.  Homer.  Well,  the  docks  are  being  operated  as  much  as  they 
can  be  operated. 
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Senator  Mead.  For  new  work? 

Mr.  Homer.  For  repair  work.  We  drydock  the  ship  in  a  graving 
or  a  floating  dock  for  under-water  repairs  which  necessitate  her 
being  dry  so  that  you  can  work  on  her.  Any  work  that  doesn't 
require  the  drydock  is  done  alongside  of  the  pier  in  the  yard  or 
adjacent  to  the  yard. 

Senator  Ball.  I  was  interested  in  this  statement  on  your  ship- 
building and  ship-repair  facilities.  I  noticed  you  figure  that  the  cost 
to  the  company  as  of  December  31,  1939,  was  about  48y2  million. 
You  have  built  almost  5  million  since  then,  or  will  build,  and  you 
figure  the  present-day  value  at  105  million.  Have  those  facilities 
increased  100  percent,  approximately,  in  value? 

Mr.  Homer.  That  approximate  present-day  value  is  the  estimate 
of  our  engineers  in  our  office  in  Bethlehem,  who  are  continually  mak- 
ing a  study  of  replacement  values;  an  estimate  of  what  they  con- 
sider to  be  the  replacement  value  of  the  facilities  today.  In  other 
words,  if  they  disappeared  and  we  had  to  put  them  back  again  to 
equal  the  facilities  that  we  have  today,  it  would  cost  us,  we  estimate, 
about  $105,000,000  to  produce  them. 

Senator  Ball.  Do  you  figure  your  depreciation,  then,  and  over- 
head on  that  $105,000,000  basis  or  on  the  actual  cost  ? 

Mr.  Homer.  That  is  the  actual  present-day  value  of  the  facilities  if 
we  had  to  replace  them;  that  is  today.  That  would  be  the  cost  of 
replacing  those  facilities  today. 

The  Chairman.  That  is  not  actually  what  they  cost,  is  it?  That 
is  the  estimated  cost  ? 

Mr.  Homer.  That  is  what  we  estimate.  I  wouldn't  be  surprised  if 
it  would  cost  more,  the  way  things  are  going  up. 

Senator  Ball.  I  was  wondering  which  figure  you  used,  though,  in 
figuring  your  depreciation  and  overhead  on  facilities. 

Mr.  Homer.  Well,  105  million  is  our  cost  of  replacing  today  and 
has  no  depreciation  figure  in  it. 

Senator  Ball.  But  in  your  cost  figures  which  you  gave  us  previ- 
ously, you  must  have  an  item  in  there  for  wear  and  tear  on  your 
facilities — depreciation — and  I  was  wondering  which  figure  you  used 
there,  105  million  ? 

Mr.  Homer.  Well,  I  am  not  quite  clear  just  what  you  mean.  One 
hundred  five  million  is  what  it  would  cost  us  to  replace  those  facilities 
today.     It  has  nothing  to  do  with  depreciation. 

Senator  Ball.  Yes,  but  you  gave  us  that  $813,000,000  for  your  cost 
figures  on  the  naval  ships,  including  depreciation  and  overhead.  The 
contract  price  was  887.  In  that  figure  you  said  there  was  an  over- 
head. The  only  way  you  could  figure  overhead  in  cost  charge  to 
facilities  is  in  charging  depreciation  and  wear  and  tear  to  them.  I 
wondered  which  figure  you  used  as  a  basis,  53  million  or  105  million. 

Mr.  Homer.  It  would  probably  be  the  figure  53  million  on  which 
the  depreciation  would  be  based. 

Senator  Ball.  In  other  words,  your  cost  figures  on  these  ships  you 
are  building  would  be  based  on  the  actual  cost  to  you  of  your  plant 
facilities  and  not  what  you  consider  their  present-day  value. 

Mr.  Homer.  That  is  right. 

Senator  Ball.  As  a  matter  of  fact,  then,  taking  your  $105,000,000 
figure  plus  the  50  million  that  the  Government  is  building,  you  will 
be  using  about  $155,000,000  worth  of  facilities  in  this  program. 
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Mr.  Homer.  That  is  right. 

The  Chairman.  Mr.  Homer,  I  wonder  how  many  admirals,  retired 
or  otherwise,  you  have  on  your  pay  roll. 

Mr.  Homer.  Well,  I  think  I  can  answer  that  without  much  second 
thought.  We  don't  have  any  admirals,  retired  or  otherwise,  on  our 
pay  roll. 

The  Chairman.  Have  you  any  captains? 

Mr.  Homer.  We  have  one.  I  have  investigated  that,  and  I  find  in 
1936  a  captain  who  was  retired  and  living  in  Quincy,  sometime  after 
he  had  been  retired  by  the  Navy  was  very  anxious  to  be  kept  busy. 
He  had  been  very  active  all  his  life  and  thought  he  had  considerable 
activity  left  in  him,  and  he  wanted  to  come  down  and  just  take  any 
sort  of  job  that  we  were  able  to  give  him,  and  where  he  could  con- 
tribute something.  We  took  him  on  in  1936  at  Fore  River.  He  was 
a  retired  captain  in  the  Navy.  He  has  no  position  of  responsibility. 
As  a  matter  of  fact,  he  is  in  charge  of  our  general  Navy  correspond- 
ence at  that  plant,  that  is  the  handling  of  it  and  the  distribution  to  the 
proper  people. 

The  Chairman.  Does  he  do  any  lobbying  with  the  Navy  in  your 
behalf? 

Mr.  Homer.  No,  sir;  we  specifically  exclude  him  from  any  such 
work. 

The  Chairman.  Do  you  have  an  employed  lobbyist  here  in  Wash- 
ington to  help  you  get  contracts  with  the  Navy? 

Mr.  Homer.  No,  sir. 

The  Chairman.  Have  you  ever  had  one? 

Mr.  Homer.  Not  to  my  knowledge. 

The  Chairman.  Do  you  have  any  Army  officers  on  your  pay  roll  ? 

Mr.  Homer.  I  am  informed  we  have  not.  I  know  as  far  as  the  ship- 
building division  is  concerned  we  have  not,  and  I  am  informed  by 
our  steel  division  that  they  have  not. 

The  Chairman.  Have  you  any  questions,  Mr.  Fulton  ? 

Mr.  Fulton.  What  is  the  total  amount  of  gross  business  Bethlehem 
has  been  doing,  that  is  the  whole  company,  say  in  the  year  1938  prior 
to  the  emergency? 

Mr.  Homer.  Prior  to  1938? 

Mr.  Fulton.  Take  just  the  one  year,  for  example,  1938 ;  or  if  you 
prefer  a  different  year  you  could  give  that,  too. 

Mr.  Homer.  The  gross  business  of  the  Bethlehem  Steel  Corporation 
in  1938  was  $265,999,937. 

Mr.  Fulton.  What  was  the  net  profit  you  figured  for  that  year 
before  income  taxes  ? 

Mr.  Homer.  That  net  profit  before  income  taxes  was  $6,448,820. 

Mr.  Fulton.  I  was  just  trying  to  see  how  the  ratio  of  the  profit  prior 
to  the  emergency  years  as  it  ran  to  the  gross  business  compared  with 
the  ratio  of  the  profit  as  it  runs  on  these  shipyards  at  the  $105,000,000 
figure. 

Mr.  Homer.  '38  was  a  poor  year.  I  will  give  you  the  other  years  if 
you  want.  For  1937  the  gross  billings  for  the  year  were  $418,558,528, 
and  the  net  profit  before  income  taxes  was  $38,697,486. 

Mr.  Fulton.  That  is  why  I  thought  you  might  prefer  to  give  a  better 
figure  from  your  standpoint.  It  would  appear  that  even  on  the  $105,- 
000,000  basis  you  would  be  earning  during  '38  only  about  one-third 
what  your  rate  of  earnings  would  be  on  these  shipbuilding  contracts ; 
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no,  it  is  worse  than  that.  I  believe  you  gave  a  total  figure,  Mr.  Homer, 
of  $59,000,000  profit  before  income  taxes  on  your  shipbuilding  program, 
which  over  a  5-year  program  would  mean  about  12  million  a  year. 

Mr.  Homer.  Yes. 

Mr.  Fulton.  And  the  12  million  would  be  about  one-fifth  of  the  cost 
of  the  shipyard  facilities  Bethlehem  had;  so  your  ratio  there  would 
be  a  profit  of  about  20  percent;  and,  of  course,  using  the  $105,000,000 
figure,  it  would  be  something  more  than  10  percent  as  distinct  from  a 
profit  of  around  3  or  4  percent  of  your  gross  in  the  other  year. 

Mr.  Homer.  I  don't  see  how  you  can  apply  that  profit  figure  to  the 
ships.  This  is  the  consolidated  statement  for  the  Steel  Corporation,  all 
our  activities,  and  there  is  no  comparison  there. 

Mr.  Fulton.  What  would  be  the  total  amount  of  the  assets  of  the 
company  that  were  used  in  1938  to  get  that  income  of  six  million? 
There  could  be  a  comparison  there,  I  think. 

Mr.  Homer.  The  difficulty  with  this  is  that  we  are  mixing  up  a  lot 
of  steel  business  with  the  shipbuilding. 

Mr.  Fulton.  The  only  reason  I  asked  was  because  Admiral  Robin- 
son had  developed  a  theory  that  the  ratio  of  expected  profit  to  the 
gross  business  which  the  company  was  doing  in  shipping,  which  com- 
panies in  general  were  doing  in  shipping,  was  not  any  different  from 
or  any  worse  than  what  they  were  getting  in  private  business,  and  I 
thought  if  that  is  so,  I  would  like  to  develop  it,  but  it  may  be  something 
that  we  ought  to  work  out  privately  and  in  more  detail. 

Mr.  Homer.  Yes;  I  think  to  give  you  the  correct  figures,  it  would 
take  a  little  time  to  take  the  statements  and  make  the  deductions  and 
additions. 

Mr.  Fulton.  I  just  wanted  to  see  how  Admiral  Robinson's  theory 
worked  out  as  applied  to  a  concrete  case. 

The  Chairman.  Mr.  Homer,  is  the  Bethlehem  Steel  Co.  continuing 
its  policy  in  this  emergency  of  paying  tremendous  bonuses  to  its  presi- 
dent and  directors  as  it  did  in  the  last  ? 

Mr.  Homer.  No,  sir;  I  think  that  is  quite  different  today  from  what 
it  was  then.  It  is  definitely  limited.  The  bylaws  definitely  limit  the 
amount. 

The  Chairman.  They  do  receive  bonuses  in  addition  to  their  salary  ? 

Mr.  Homer.  Yes. 

The  Chairman.  That  will  be  all,  Mr.  Homer.  The  committee  will 
meet  tomorrow  morning  at  10 :  30,  and  Mr.  Barnes,  of  the  Todd  Dry 
Dock  &  Shipbuilding  Co.,  will  be  the  witness. 

Mr.  Homer,  we  sent  you  a  telegram  asking  for  certain  specific  in- 
formation which  I  am  expecting  the  Bethlehem  Steel  Corporation  to 
furnish  for  the  record  as  set  out  in  that  telegram,  and  any  that  has  not 
been  furnished  by  you  we  will  request  you  to  furnish. 

Mr.  Homer.  All  right,  sir. 

The  Chairman.  Thank  you  very  much. 

(Whereupon,  at  12  noon,  an  adjournment  was  taken  until  10 :  30 
a.  m.  Thursday,  July  17,  1941.) 
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THURSDAY,  JULY  17,   1941 

United  States  Senate, 
Special  Committee  Investigating 

the  National,  Defense  Program, 

Washington,  D.  G. 
The  committee  met  at  10 :  35  a.  m.,  pursuant  to  adjournment  on 
Wednesday,  July  16, 1941,  in  room  457,  Senate  Office  Building,  Senator 
Harry  S.  Truman  presiding. 

Present:  Senators  Harry  S.  Truman,  chairman;  James  M.  Mead; 
and  Tom  Connally. 

Present  also :  Hugh  A.  Fulton,  chief  counsel. 
The  Chairman.  The  committee  will  come  to  order. 
Mr.  Barnes,  will  you  stand  up  to  be  sworn  ? 

Do  you  solemnly  swear  that  the  testimony  you  are  about  to  give  in 
this  proceeding  will  be  the  truth,  the  whole  truth,  and  nothing  but  the 
truth,  so  help  you  God  ? 
Mr.  Barnes.  I  do. 

TESTIMONY  OF  JAMES  E.  BARNES,  WASHINGTON  REPRESENTA- 
TIVE,  TODD  SHIPBUILDING  CORPORATION  AND  AFFILIATES, 
WASHINGTON,  D.  C. 

The  Chairman.  Mr.  Barnes,  we  sent  you  a  telegram  regarding  cer- 
tain matters  in  which  we  were  interested.  If  you  have  a  statement 
which  you  would  like  to  make,  proceed. 

Mr.  Barnes.  I  will  make  that  statement.  I  will  give  you  such  as  I 
have,  but  I  didn't  get  this  telegram.    I  happened  to  be  away. 

The  Chairman.  Will  you  give  your  full  name  and  connections  with 
the  Todd  Shipbuilding  Co.  ? 

Mr.  Barnes.  Mr.  James  E.  Barnes.  I  am  the  special  Washington 
representative  of  the  Todd  Shipyards  Corporation,  Washington 
representative  and  agent.  In  fact,  I  handle  all  the  Government  busi- 
ness of  the  Todd  Corporation. 

WORK   OF  THE  TODD   SHIPYARDS    CORPORATION    UNDER    NATIONAL   DEFENSE 

PROGRAM 

Mr.  Barnes.  I  suppose  that  the  Todd  Shipyards  Corporation  ap- 
pears to  be  or  will  appear  to  be  one  of  the  great  war  profiteers.  At 
the  beginning  of  the  first  World  War,  we  were,  as  now,  in  the  ship- 
repair  business.  We  had  four  yards  in  New  York  Harbor  and  one 
on  the  west  coast  of  Seattle,  that  was  then  known  as  the  old  Moran 
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yard.  That  was  a  shipbuilding  and  repair  yard.  At  that  time  we  were 
the  largest  ship-repair  corporation  in  the  United  States.  This  being 
true,  we  were  called  upon  to  do  our  part  in  the  emergency  ship  con- 
struction program  at  that  time.  At  our  expense,  we  rehabilitated  the 
old  Moran  yard,  which  was  later  commandeered  from  us  and  turned 
over  to  Skinner  &  Eddy  Corporation,  who  built  a  new  yard  alongside 
that  plant,  and  the  then  Shipping  Board  felt  that  they  could  be  better 
operated  by  one  concern  than  two  side  by  side,  because  of  labor 
conditions. 

We  also  constructed  a  large  plant,  an  eight-way  building  yard  in 
Tacoma,  Wash.,  which  Admiral  Rousseau  reported  to  the  Navy  and 
the  Emergency  Fleet  Corporation  to  be  the  most  complete  building 
plant  constructed  in  that  war  period,  as  we  not  only  constructed  our 
own  hulls,  but  our  boilers  and  engines. 

In  this  yard  we  built  some  40  ships  of  the  7,500-ton  type. 

After  the  close  of  the  war,  in  addition  to  building  a  combination 
freight  and  passenger  ship  for  the  Union  Pacific,  the  steamship  Bien- 
ville, which  was  later  destroyed  by  fire,  we  built  three  heavy  cruisers 
for  the  Navy,  the  Omaha,  Mikvaukee,  and  Cincinnati. 

There  being  no  further  business  for  this  yard,  shipbuilding  being 
at  an  absolute  standstill,  the  yard  was  wrecked  and  the  machinery  and 
workmen  distributed  among  our  various  ship-repair  yards. 

In  the  meantime,  we  had  acquired  a  repair  yard  at  Mobile,  Ala.,  one 
in  New  Orleans,  and  constructed  a  new  repair  yard  complete  in  Seattle. 
Later  on,  we  acquired  a  repair  yard  in  Galveston,  Tex.,  and  put  in  addi- 
tional drydocks  in  this  yard,  and  other  improvements. 

When  the  present  shipbuilding  program  began  to  take  shape,  we 
refrained  from  going  into  the  shipbuilding  business.  Still  mindful 
that  I  am  under  oath,  I  want  to  say  that  we  did  everything  possible 
to  keep  from  going  into  the  shipbuilding  business.  We  had  yards 
in  New  York,  Hoboken,  N.  J. ;  Mobile,  Ala. ;  New  Orleans,  Galveston, 
and  Seattle.  Realizing  what  happened  in  World  War  No.  1,  we  re- 
quested both  the  Navy  Department  and  the  Maritime  Commission  to 
allow  us  to  remain  in  the  ship-repair  business  and  increase  our  facili- 
ties in  our  various  yards  in  order  to  take  care  of  what  we  knew  would 
be  the  heavy  demand  upon  repair  yards. 

We  are  now  increasing  those  facilities,  and  will  expand  about 
$16,000,000. 

As  I  said  before,  when  we  ceased  construction  in  our  plant  at  Tacoma, 
we  naturally  distributed  our  personnel  and  our  machinery  among  the 
various  yards.  When  World  War  No.  2  came  on,  and  even  after  the 
Maritime  Commission  entered  upon  their  5-year  program,  we  felt  that 
we  should  not  go  into  the  shipbuilding  business,  but  continue  in  the  one 
business  in  which  we  had  been  most  successful,  namely,  the  repair 
business.  However,  Admiral  Land  and  Commander  Vickery,  of  the 
Maritime  Commission,  urged  us  to  go  into  the  ship-construction  busi- 
ness, and  with  much  reluctance  we  took  a  contract  on  a  bid  for  5 
C-l  vessels  to  be  constructed  in  Tacoma,  and  we  constructed  there  a 
two-way  yard  at  our  own  expense. 

In  the  meantime,  before  going  into  this  shipbuilding  business,  we 
took  into  partnership  with  us  what  was  known  as  the  Six  Companies 
headed  by  Mr.  Henry  J.  Kaiser;  that  is  the  company  that  built  the 
Grand  Coulee  Dam,  and  those  things.  We  did  this  because  they  were 
outstanding  contractors  in  the  West,  for  that  matter  in  the  United 
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States,  and  we  knew  that  one  of  the  big  problems  would  be  construc- 
tion of  plants  and  rapid  construction  of  plants.  So  far  we  have  deliv- 
ered 3  of  the  C-l  vessels  at  a  considerable  loss  to  ourselves. 

The  Navy  then  started  their  70  percent  increased  program  and  in- 
sisted that  we  aid  them  in  this  program.  We  took  the  contract  on  a 
fixed  basis  for  ten  1,600-ton  destroyers  and  fifteen  2,100-ton  destroyers, 
making  a  total  of  $156,000,000  worth  of  work,  and  the  Navy  constructed 
for  us  a  10-way  plant  in  Seattle. 

We  have  since  taken  a  contract  upon  the  same  terms  and  basis  to 
build  5  light  tankers  for  the  Navy  at  our  plant  in  Tacoma. 

In  the  meantime,  the  British  Purchasing  Commission  had  chosen 
us  as  the  most  likely  organization  to  build  for  their  account  60  cargo 
vessels  at  an  estimated  cost  of  $1,600,000  each;  and,  still  associated 
with  the  Kaiser  group,  we  constructed  a  plant  at  Richmond,  Calif., 
known  as  the  Todd-California  Shipbuilding  Corporation,  to  build  30 
of  these  vessels.  We  also  constructed  at  South  Portland,  Maine,  in 
partnership  with  the  Bath  Iron  Works  and  the  Kaiser  group,  another 
yard  to  construct  the  other  30  vessels. 

We  found  ourselves  launched  on  what  we  thought  at  that  time  was  a 
large  shipbuilding  program — 5  vessels  for  the  Maritime  Commission ; 
25  destroyers  for  the  Navy ;  and  60  ships  for  the  British  Purchasing 
Commission.    But  our  troubles  were  not  yet  over. 

Along  came  what  is  known  as  the  victory  fleet,  and  for  the  Mari- 
time Commisison  we  constructed  a  yard  in  Houston  to  build  37  cargo 
vessels;  that  is,  of  the  victory  type;  in  Los  Angeles,  Calif.,  a  yard  to 
build  55 ;  in  Portland,  Oreg.,  a  yard  to  build  43 ;  and  an  additional  site 
in  Richmond,  Calif.,  alongside  the  British  yard,  another  yard  to 
construct  24  cargo  vessels ;  and  a  new  site  in  South  Portland,  Maine,  a 
new  yard,  to  construct  16  cargo  vessels — these  all  at  a  total  estimated 
cost  of  $1,750,000  each.  So,  we  now  found  ourselves  with  a  contract  to 
construct  306  ships  of  all  types  at  an  estimated  cost  of  $688,337,000, 
with  a  total  estimated  profit  of  $50,750,000. 

The  Chairman.  What  is  the  estimated  cost  without  profit? 

Mr.  Barnes.  And  the  total  estimated  profit  it  was  possible  to  make 
is  $50,000,000—1  wasn't  going  to  deduct  the  profit— $50,750,000,  of 
which  Todd  Shipyard  Corporation's  share  would  be  $23,587,134;  that 
is,  if  we  got  the  total  profit  it  would  be  possible  to  make  under  these 
contracts.  The  profit  on  the  225  of  the  so-called  Victory  Fleet  goes  as 
low  as  $75,000  per  ship.  The  most  optimistic  person  in  our  organiza- 
tion figures  that  would  be  the  limit  of  our  profit. 

In  the  meantime,  among  the  305  ships  we  agreed  to  construct  for 
the  Maritime  Commission  and  Navy,  at  Tacoma,  36  of  these  are  the  3-C 
type,  at  an. estimated  cost  of  $3,000,000  each,  6  of  which  have  no  guar- 
anteed profit,  30  of  which  have  a  guaranteed  profit  of  $90,000  per  ship, 
still  holding  us  liable  for  any  defect  of  machinery,  and  so  forth,  that 
may  occur  in  the  6  months'  period  to  be  paid  out  of  the  $90,000  per 
ship  profit. 

I  trust  the  committee  will  bear  in  mind  that  not  $1  of  this  business 
was  ever  solicited  by  us.  We  have  not  maintained  in  Washington  any 
solicitors  or  lobbyists,  other  than  myself,  to  procure  any  business  of 
this  type  from  the  Government. 

We  have  yards  in  9  different  States,  and  I  am  sure  there  is  none  of 
the  18  Senators  representing  those  States  that  will  say  we  ever  ap- 
proached him  to  help  us  get  business.    If  we  make  a  profit,  it  is  going 
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to  be  hard  for  us  to  live  down  the  fact  that  we  became  war  profiteers, 
because  starting  from  nothing  except  our  repair  business  we  find  our- 
selves, in  the  number  of  ships  being  built,  the  largest  shipbuilders  in 
America,  in  fact,  in  the  world. 

Not  being  in  the  shipbuilding  business  at  the  time  of  the  World  War, 
we  have  now  constructed  for  the  account  of  the  Government  8  ways  in 
Tacoma,  Wash.,  11  ways  in  Portland,  Oreg.,  14  in  Los  Angeles,  12  in 
Richmond,  Calif.,  9  in  Houston,  Tex.,  8  in  South  Portland,  Maine,  and 
10  at  Seattle,  making  a  total  of  72  ways. 

While  the  money  for  these  ways  has  been  advanced  by  the  Maritime 
Commission,  the  Navy  Department,  and  the  British  Purchasing  Com- 
mission, it  has  been  necessary  for  ourselves  and  our  associates  to 
advance  and  have  the  working  capital,  from  which  we  draw  no  inter- 
est, an  estimated  $200,000  per  way,  making  a  total  of  $14,400,000 
working  capital.  With  the  exception  of  the  Todd-Bath  and  additional 
ways  for  the  Maritime  Commission,  the  Todd  Shipyard  Corporation 
is  liable  for  50  percent  of  this  venture  and  35  percent  of  the  Todd-Bath 
Corporation. 

Now,  I  have  in  this  questionnaire — I  had  to  get  these  so  hurriedly, 
I  haven't  the  total  of  these  costs — but  the  cost  of  the  shipyards  fur- 
nished by  the  Government  approximates  forty-eight  to  fifty  million 
dollars. 

The  Chairman.  What  is  that? 

Mr.  Barnes.  Between  forty-eight  and  fifty  million  dollars  is  the 
cost  to  the  Government  of  the  shipyards  which  we  have  constructed 
at  their  account,  and  which,  by  the  way,  are  constructed  at  no  profit 
to  the  company. 

The  Chairman.  Is  this  $14,000,000  of  working  capital  borrowed  ? 

Mr.  Barnes.  Half  of  it. 

The  Chairman.  Half  of  it  is  borrowed,  and  you  advanced  the  other 
half? 

Mr.  Barnes.  Yes ;  but  we  have  to  stand  security  for  it  because,  nat- 
urally, we  don't  have  that  much. 

The  Chairman.  Is  that  borrowed  from  the  Government  ? 

Mr.  Barnes.  Oh,  no;  not  from  the  Government.  We  borrow  it  from 
the  banks. 

Mr.  Fulton.  What  is  your  average  rate  of  interest  ? 

Mr.  Barnes.  I  think  it  runs  2  or  2^4  percent,  in  some  instances  below 
that,  according  to  where  we  are.  We  have  plenty  of  money  offered 
to  lend  to  us.  I  mean  the  banks  are  rather  solicitous  of  this  busi- 
ness, because  both  ourselves  and  our  partners,  I  think,  have  sufficient 
assets  to  cover  our  loans. 

Mr.  Fulton.  What  assets  did  you  have  in  the  shipbuilding  busi- 
ness at  the  beginning  of  the  period,  at  the  end  of  1939  ? 

Mr.  Barxes.  Our  table  shows  $24,000,000  assets  of  the  Todd  Cor- 
poration. 

The  Chairman.  How  did  you  come  to  associate  yourselves  with 
the  six  companies? 

Mr.  Barnes.  As  I  explained  before,  having  the  experience  we  had 
had  before,  we  didn't  feel  that  we  could  venture  by  ourselves — we  had 
only  our  repair  organization — into  the  building  of  these  plants.  The 
building  of  these  plants  was  a  big  problem.  These  men  were  con- 
tractors. Our  Mr.  Lamont,  who  is  the  president  of  our  plant  in  Seat- 
tle, had  come  in  contact  with  these  people  on  the  west  coast  and  figured 
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that  they  would  be  ideal  partners  for  us  because  of  their  ability  to 
construct  plants.  As  an  example,  the  Seattle-Tacoma  destroyer  plant 
started  work  October  10,  1940.  Mold  loft  work  on  vessels  started 
February  16,  1941.  Construction  work  in  yard  on  vessels,  April  10. 
Two  keels  were  laid  May  1.  Total  keels  laid  to  date,  5.  The  sixth 
keel  is  to  be  laid  this  week.    Expect  to  have  10  keels  laid,  by  August  15. 

That  is  less  than  a  year  we  have  constructed  this  plant  and  laid 
the  keel.  Mr.  Knudsen,  by  the  way,  I  understand,  was  just  out  there 
and  complimented  our  people  very  highly.  He  had  no  idea  that  any- 
body had  done  a  construction  job  of  that  kind.  Even  with  these  "ugty 
duckling"  ships,  in  three  of  our  yards  we  have  laid  keels  already,  since 
we  have  started  to  lay  keels.  We  couldn't  have  met  the  Government 
requirements  of  speed  unless  we  had  had  the  assistance  of  these  con- 
tractors, with  their  equipment,  and  so  forth. 

The  only  naval  officers  we  have  employed — we  have  Captain  Wester- 
velt  in  charge  of  our  plant  in  Houston,  Tex.  I  don't  know  Captain 
Westervelt  personally.  I  have  just  met  him.  I  employed  as  my  assist- 
ant Admiral  Peoples  2  after  he  had  retired  from  the  Navy,  because  of 
his  experience  in  purchases  and  handling  of  accounts,  and  so  forthT 
with  the  Government,  because  my  office  has  to  collect  all  of  the  moneys 
for  these  various  ships,  and  that  is  a  big  job,  and  I  needed  somebody 
and  employed  the  admiral  and  put  him  on  the  pay  roll  November  1 ;. 
but  he  died  in  January,  so  I  didn't  have  him  very  long.  That  is  the 
only  naval  officer  we  have  except  Admiral  Harris,2  who  is  the  former 
Chief  of  the  Bureau  of  Yards  and  Docks  and  has  been  retired  for  a 
number  of  years  and  is  recognized  as  one  of  the  best  consultants  on 
drydocks,  and  so  forth,  and  shipyard  construction.  He  is  our  consult- 
ing engineer. 

The  Chairman.  Who  is  your  counselor,  your  attorney  ? 

Mr.  Barnes.  Cullen  &  Dykman,  of  Brooklyn,  headed  by  Mr.  God- 
dard.  Mr.  Goddard  has  been  in  the  company  in  capacity  of  vice  presi- 
dent and  general  counsel  ever  since  I  have  been  there — 26  or  27  years. 
We  don't  make  many  changes  in  our  company  unless  somebody  dies. 

The  Chairman.  It  has  been  rumored  around  Washington  that  you 
had  employed  Tommy  Corcoran  3  as  your  attorney  in  order  to  get 
these  big  contracts. 

Mr.  Barnes.  That  is  not  true,  because  we  didn't  employ  Tommy 
Corcoran  at  all.  He  was  employed  by  Mr.  Kaiser  in  the  magnesium 
business.  He  has  never  had  one  thing  on  earth  to  do  with  the  ships. 
I  have  been  there  26  years,  and  I  would  be  too  smart  to  do  a  thing  like 
that  for  Todd  Shipbuilding  Corporation.  I  wouldn't  even  go  in  one 
of  your  offices.  The  Senator  there  is  from  my  State,  where  we  have  a 
large  investment,  but  he  can't  recall  my  ever  being  in  his  office  talking 
about  my  business.  If  Senator  Connally  was  here4 — we  have  two 
yards  in  his  State.  In  fact,  we  have  yards  in  the  States  of  four  mem- 
bers of  this  committee,  and  I  will  swear  that  I  have  never  been  to  any 
one  of  them  asking  about  this  business,  because  we  didn't  want  it.. 

1  Admiral  Christian  Joy  Peoples,  formerly  director  of  procurement,  United  States 
Treasury. 

2  Admiral  Frederic  R.  Harris. 

8  Thomas  G.    Corcoran,  considered  an  unofficial   adviser  to  the  President  of  the  United 
States  ;  at  the  time  of  this  publication  not  employed  bv  the  Federal  Government. 
*  Senator  Connally  entered  the  hearing  room  later. 
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We  certainly  would  be  too  smart  to  employ  a  fellow  who  had  been 
as  spectacular  in  the  Government  service  as  Mr.  Corcoran,  although 
I  think  he  has  a  lot  of  abilities  and  is  entitled  to  credit.  I  don't  think 
a  fellow  ought  to  starve  to  death  because  he  has  been  at  the  right  hand 
of  the  President. 

The  Chairman.  There  have  been  plenty  of  rumors  floating  around 
Washington  that  the  fact  that  you  have  the  largest  number  of  ships 
to  construct  was  due  to  the  fact  that  Mr.  Corcoran  was  your  attorney. 
Mr.  Barnes.  He  didn't  have  any  more  to  do  with  that,  Senator — 
still  mindful  that  I  am  under  oath — than  you  did.  You  did  help  pass 
the  legislation  that  made  it  possible  for  us  to  get  it. 

Senator  Mead.  Are  you  principally  engaged  in  the  shipbuilding 
business  ? 

Mr.  Barnes.  Our  business,  Senator,  as  you  well  know,  is  the  ship- 
repair  business,  and  we  were  very  happy  in  the  ship-repair  business, 
because  we  had  a  tremendous  business,  and,  as  I  stated  before,  here  in 
my  memorandum  I  read,  we  wanted  to  increase  that  business  rather 
than  to  go  into  the  shipbuilding  business,  and  we  would  have  been 
much  better  off,  as  both  the  Navy  and  the  Maritime  Commission  can 
testify,  in  dollars  and  cents  had  we  been  allowed  to  stay  in  the  repair 
"business.  Following  the  other  war,  of  all  the  people  who  they  claimed 
were  profiteers  in  the  shipbuilding  business,  the  only  survivors  in  the 
shipbuilding  business  was  the  Newport  News  Co.,  the  New  York  Ship 
(and  it  survived  by  going  broke  and  being  refinanced  several  times), 
the  Bethlehem  Corporation,  and  the  Sun  Shipbuilding  Co. — and  Sun 
started  practically  at  the  close  of  the  war.1  The  rest  of  those  fellows 
all  went  out  of  business — all  those  yards — and  you  don't  hear  of  any 
of  them  now.  They  had  nothing;  none  of  those  yards  had  anything 
that  the  Government  could  draw  on  to  handle  the  program  they  are 
now  trying  to  build,  and  naturally  they  had  to  fall  back  upon  people 
like  us  who  had  been  in  the  business,  and  they  knew  that  we  had  kept 
in  our  employ — those  that  are  not  dead — the  employees  that  we  had, 
men  who  are  experienced  in  shipbuilding,  and  they  are  spread  pretty 
thin  now,  I  will  tell  you  that. 

Senator  Mead.  You  had  a  well-organized  personnel  to  begin  with. 
Is  that  it? 

Mr.  Barnes.  Yes ;  I  don't  think  there  was  any  better. 
Senator  Mead.  How  long  has  the. Todd  Shipbuilding  Co.  been  in 
existence  ? 

Mr.  Barnes.  The  Todd  Shipbuilding  Co.  has  been  in  existence 
since  1915,  but  it  succeeded  the  William  H.  Todd  Co.,  Mr.  Todd's  own 
company,  which  he  had  taken  over  when  he  took  the  Robinson  plant. 
From  that  grew  out  the  Todd  Co.,  known  as  the  Todd  Shipyard 
Corporation.  I  have  been  with  them  26  years,  and  I  am  still  counted 
an  outsider  because  I  haven't  been  there  long  enough. 

Senator  Mead.  How  long  would  you  say  the  original  company  was 
in  business  before  this  1915  reorganization? 

Mr.  Barnes.  Oh,  I  think  they  were  in  business  some  4  or  5  years 
before.  I  think  we  have  been  in  business  altogether  around  thirty- 
odd  years. 

Senator  Mead.  Have  you  run  into  any  labor  difficulties  recently  ? 


1  Mr.   Bfivnes  subsequently  requested   that  Bath  Iron  Works  be  added  to  this  list. 
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Mr.  Barnes.  Not  very  serious.  We  have  a  strike  this  morning,  I 
understand,  down  at  Galveston.  Cleaning  up  after  our  general  agree- 
ment on  the  Gulf  as  to  what  would  be  the  terms,  and  so  forth,  appar- 
ently our  fellows  or  the  Galveston  fellows  didn't  understand  it. 
Again,  I  wish  Senator  Connally  were  here.  They  are  a  little  hot 
tempered.  They  strike  quickly,  but  they  come  back  rather  quickly, 
so  we  are  giving  them  a  chance. 

Senator  Mead.  You  haven't  had  any  trouble  around  Greater  New 
York? 

Mr.  Barnes.  Not  lately ;  not  for  some  time.  In  fact,  we  have  never 
had  any  labor  trouble  that  was  serious. 

Senator  Mead.  So  your  business  was  originally  repair  business? 

Mr.  Barnes.  Except  for  our  building  experience  in  the  World  War. 

Senator  Mead.  At  the  instance  of  the  Government,  you  got  into 
this  building  business  ? 

Mr.  Barnes.  Very  much  at  the  instance  of  the  Government.  Both 
the  Maritime  Commission  and  Navy  must  testify  that  we  were  very 
reluctant  to  go  into  the  business. 

Senator  Mead.  Did  you  open  up  a  number  of  shipyards  around  the 
country  as  a  result  of  your  experience  that  weren't  in  operation — 
facilities  that  were  there  ? 

Mr.  Barnes.  Nothing  was  there  on  any  of  them.  Nine  new  plants 
were  built. 

Senator  Mead.  Who  picked  out  the  sites  ? 

Mr.  Barnes.  Well,  the  Maritime  Commission  and  the  Navy  picked 
the  locations,  the  communities  in  which  they  wanted  the  plants,  be- 
cause of  labor  conditions.  Naturally,  we  had  to  go  where  there  was 
labor  available. 

The  Chairman.  Have  you  had  any  difficulties  getting  labor  to  man 
these  yards  ? 

Mr.  Barnes.  No,  sir;  the  same  thing  was  testified  by  Mr.  Homer 
yesterday  in  reference  to  the  training  of  workmen,  and  so  forth,  and 
the  same  thing  is  true  with  us.  We  carry  schools  in  all  these  plants. 
These  ships  are  practically  all  welded  now.  We  have  gotten  away 
from  the  riveted  type.  It  used  to  take  a  long  time  to  make  a  riveter, 
but  they  can  make  a  welder  in  6  or  8  weeks. 

The  Chairman.  Do  you  fabricate  these  ships  in  these  yards  from 
plates  of  steel  that  are  shipped  there  ? 

Mr.  Barnes.  That  is  right.  They  are  welded  together  up  to  30- 
or  40-ton  pieces.  At  the  head  of  these  ways  are  welding  platforms. 
These  various  sections — bottoms  and  so  forth — are  welded  together, 
and  heavy  cranes  come  along  and  pick  them  up  and  set  them  down 
in,  and  they  are  welded  back  up.  It  is  a  different  method  of  building 
ships  altogether  from  that  before. 

The  Chairman.  From  whom  do  you  get  most  of  your  steel? 

Mr.  Barnes.  Most  of  ours  is  from  Bethlehem.  They  are  our 
competitors. 

Senator  Mead.  Unlike  Bethlehem,  though,  you  have  no  wealth  of 
raw  materials. 

Mr.  Barnes.  We  have  not. 

Senator  Mead.  And  you  have  no  steel-making  departments. 

Mr.  Barnes.  I  haven't  found,  Senator,  where  they  have  any  advan- 
tage over  us  in  the  shipbuilding  business  in  that.     We  haven't  found 


1574       INVESTIGATION  OF  THE   NATIONAL  DEFENSE  PROGRAM 

any  instances  yet  where  there  has  been  any  favor  shown  Bethlehem 
shipyards  in  giving  them  steel  ahead  of  us.  In  fact,  it  is  all  under 
priorities,  and  we  would  make  an  awful  fuss  if  they  did  that.  They 
wouldn't  do  it,  anyhow. 

Senator  Mead.  In  the  aggregate,  they  may  make  more  profit  than 
you  do,  but  that  is  because  of  their  diversified  business. 

Mr.  Barnes.  Oh,  surely.    They  do  that  in  any  event. 

Senator  Mead.  They  have  raw  materials;  they  have  the  finished 
materials ;  and  then  they  have  the  shipbuilding  department. 

Mr.  Barnes.  That  is  right. 

Senator  Mead.  But  you  don't  find  that  a  disadvantage,  as  far  as 
you  are  concerned? 

Mr.  Barnes.  Not  a  bit.  They  don't  take  any  advantage  of  us  at  all. 
In  fact,  they  couldn't  under  the  priorities  system.  It  would  be  impos- 
sible to  do  it.  We  have  always  been  customers  of  Bethlehem.  It 
wouldn't  pay  them  to  do  it. 

Mr.  Fulton.  In  connection  with  this  repair  business,  I  noted  that 
one  of  your  companies  made  something  like  35  percent  on  the  total 
gross  cost  to  repair. 

Mr.  Barnes.  I  think  they  fudged  a  little  there.  I  think  it  was 
nearer  40. 

Mr.  Fulton.  Will  you  tell  us  something  about  that  ?  That  was  the 
percentage  of  profit  based  on  the  cost  of  making  the  repairs. 

Mr.  Barnes.  I  want  to  explain  that,  Chief.  When  the  Navy  began 
to  seize  all  the  ships  in  the  country,  which  they  did — a  large  number 
of  ships — they  all  had  to  be  remodeled,  changed  into  various  types 
of  ships — transport,  ammunition  carriers,  "hospital  ships,  and  what 
not — and  the  navy  yards  found  themselves  chock-a-block  with  work, 
because  the  Navy  had  kept  them  filled  up,  and  they  had  given  us  no 
work.  We  had  no  Navy  work  in  peacetime.  There  was  no  place  for 
expansion  in  the  navy  yards,  so  they  just  simply  covered  us  with  work. 
They  gave  us  what  was  then  our  going  rates.  That  was  so  much  per 
day  per  man,  so  much  for  machine  tools,  and  so  forth. 

Well,  those  rates  enabled  us,  under  the  medium  volume  of  business 
we  were  doing,  to  make  a  living  profit,  but  when  they  piled  all  this 
other  work  on  us,  which,  didn't  materially  increase  our  .overhead  and 
operating  expenses,  the  profits  went  hog  wild,  as  you  can  naturally 
understand,  with  that  volume  of  business.  We  knew  what  was 
happening.  There  was  nothing  we  could  do  about  it.  We  offered  to 
give  some  of  it  back,  but  our  lawyers  advised  us  if  we  did,  we  would 
have  to  admit  it  was  a  profit.  Even  though  we  gave  it  away,  we  would 
still  have  to  pay  taxes  on  it,  so  we  couldn't  give  it  back  to  them. 

We  agreed,  along  with  the  Navy,  for  a  modification  of  these  con- 
tracts, for  a  general  reduction  all  the  way  down  the  line,  and  also 
agreed  that  if  that  reduction  didn't  produce  what  we  were  aiming  at 
in  the  repair  yards — a  10-percent  profit — we  would  bring  it  down 
still  lower,  and  also  that  if  it  got  too  low,  we  would  bring  it  back  up. 

Even  though  we  lose  money  on  a  Navy  ship,  the  Navy  has  no  way 
of  reimbursing  us;  and  vice  versa,  if  we  make  too  much,  on  a  Navy 
boat,  we  don't  have  any  way  of  getting  it  back  to  them  except  through 
taxes.  We  couldn't  go  and  say,  "Here,  we  made  a  million  dollars  too 
much,"  because  we  would  be  stuck  too  much.    We  are  not  denying  we 
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made  profits  in  that,  mind  you.  That  only  applied  to  the  ships  that 
had  been  completed  and  the  contract  closed. 

When  the  new  agreement  went  into  effect,  all  the  ships  where  the 
accounts  were  still  open  and  pending  took  the  new  rating,  so  it  isn't 
so  bad  as  it  looked  in  the  paper.  It  looked  pretty  bad  in  the  paper. 
I  will  admit  that. 

Mr.  Fulton.  As  I  understand  it,  the  rates  for  labor,  for  example, 
were  set  at  an  amount  quite  a  bit  higher  than  the  salaries. 

Mr.  Barnes.  They  had  to  be.  And  then  there  was  overhead,  but  not 
so  bad  as  the  overhead  we  had  in  the  other  war.  Before,  they  made 
us  take  contracts  of  direct  labor  plus  50  percent  overhead,  material 
plus  10  percent  handling  charge,  and  10  percent  profit  over  all.  In 
the  meantime,  during  the  life  of  this  contract,  wages  were  raised  a 
flat  $3  a  day.  Now,  that  added  to  the  profit  we  were  already  making, 
gave  us  a  profit  of  $1.80  a  day  on  every  man  we  had,  and  I  think  we 
had  around  35,000.  If  it  hadn't  been  for  taxes,  we  couldn't  have 
handled  our  profits  with  a  steam  shovel.  At  the  same  time,  the  small 
fellows  went  broke,  even  at  those  rates.  Being  mindful  of  that,  they 
cut  that  out  and  made  us  apply  to  each  individual  man  the  same 
rates  we  had  been  charging  our  private  customers  before  this  tre- 
mendous volume  of  business  piled  in  on  us.  So  naturally,  we  have 
made  profits,  outrageous  profits.  There  is  no  denying  that,  because 
it  is  there.    There  is  no  use  lying  about  it. 

Senator  Mead.  That  isn't  true  now. 

Mr.  Barnes.  Oh,  no.  We  have  reduced  it  down  to  where  there  is  a 
10-percent  real  profit,  which  they  admit  that  a  repair  plant  must 
have  in  order  to  exist  because  that  business  is  so  fluctuating.  We 
may  be  full  of  work  today  and  out  tomorrow. 

Senator  Connallt.  That  10  percent  is  after  the  taxes  are  paid  or 
before  ? 

Mr.  Barnes.  No,  Senator;  nothing  after  taxes  are  paid.  That  is 
all  before  taxes. 

Senator  Connallt.  I  am  on  the  Finance  Committee,  and  I  want 
to  use  this  information  from  a  tax  standpoint  as  well. 

Mr.  Barnes.  Last  year  you  were  going  to  take  all  over  $10,000  that 
we  made. 

Senator  Connallt.  We  don't  seem  to  have  gotten  it  all,  because 
it  seems  that  you  have  a  pretty  good  hunk  here  in  these  figures. 

Mr.  Barnes.  There  is  about  40  or  50  million  dollars  there,  if  it 
turns  out  all  right,  in  profits  with  very  little  investment.  We  are 
not  kicking  on  taxes.  You  have  never  heard  anybody  with  us 
complain. 

Senator  Connallt.  I  am  glad  to  hear  that. 

Mr.  Barnes.  We  have  two  shipyards  in  your  State,  and  I  know  you 
are  interested  in  putting  up  high  taxes,  although  I  have  never  been  in 
to  see  you. 

Senator  Connallt.  We  have  got  to  tax  somebody  to  get  the  money 
to  pay  your  profits.  We  can't  pay  you  $50,000,000  profit  unless  we 
get  some  taxes  from  somewhere. 

Mr.  Barnes.  We  are  not  entitled  to  have  $50,000,000  left,  either, 
and  we  won't  have  $50,000,000  left,  Senator.    We  estimate  that  on 
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these  "ugly  duckling"  ships  if  we  get  two-fifths  of  1  percent  profit, 
that  will  be  fine. 

Senator  Mead.  Two-fifths  of  1  percent? 

Mr.  Barnes.  That  is  right.  That  is  a  big  profit  on  the  volume,  at 
that. 

Mr.  Fulton.  Would  you  tell  us  something  of  the  nature  of  these 
arrangements  that  you  had  with  the  admiral  you  referred  to  as 
having  been  retired  and  subsequently  hired. 

Mr.  Barnes.  Admiral  Peoples? 

Mr.  Fulton.  Yes. 

Mr.  Barnes.  Of  course,  he  is  dead  now.  With  the  volume  of  busi- 
ness we  are  doing  and  with  the  short  time — we  have  to  collect  around 
$1,600,000  to  $1,700,000  a  clay  from  the  Government  in  order  to  exist — 
I  had  to  have  someone  who  was  familiar  with  accounts  to  find  out, 
when  the  shipyards  got  over  their  working  capital,  why  their  bills 
weren't  sent  to  the  Government,  why  we  weren't  being  paid  by  the 
Goverment,  what  was  wrong  with  the  bills,  and  so  forth.  There  was 
no  thought,  naturally,  of  Admiral  Peoples'  standing.  Nobody  would 
ever  suspect  that  anybody  would  be  able  to  hire  him  to  do  anything, 
because  if  he  wanted  to  be  crooked,  he  had  plenty  of  opportunity 
in  his  6  years  as  General  Purchasing  Agent  of  the  United  States 
Government  to  be  so  fixed  that  he  wouldn't  have  to  work,  and  I  can 
testify  that  he  died  broke. 

Mr.  Fulton.  I  think  you  named  another  naval  officer. 

Mr.  Barnes.  That  is  Captain  Westervelt.  He  was  retired  and  was 
with  the  Harris  Engineering  Co.,  and  was  sent  by  Harris  to  take 
charge  of  construction  of  our  plant  in  Houston,  Tex.  Knowing  of 
his  knowledge  of  construction  and  of  his  knowledge  of  shipbuilding, 
while  he  was  there  we  employed  him  as  vice  president  in  charge  of 
construction  at  the  Houston  Shipbuilding  Co. 

Senator  Connallt.  Is  he  there  now  ? 

Mr.  Barnes.  Yes,  sir. 

Mr.  Fulton.  There  were  never  any  contracts  for  payment  of  fees 
contingent  on  the  size  of  the  volume  ? 

Mr.  Barnes.  Oh,  no;  nowhere. 

Senator  Connallt.  May  I  ask  a  question  ? 

But,  Mr.  Barnes,  while  the  employment  of  these  retired  officers  was 
probably  legal,  it  seems  to  me  there  is  a  question  of  ethics  which  prob- 
ably wouldn't  appeal  to  your  company,  but  it  ought  to  appeal  to  these 
retired  officers.  Here  is  a  general  or  admiral  who  has  been  retired.  He 
is  on  the  Government  pay  roll  as  a  retired  officer.  He  is  subject  to  be 
recalled  to  the  Army  or  the  Navy  at  an}^  time,  and  it  seems  to  me  that 
that  policy,  that  practice,  raises  a  very  acute  issue  as  to  the  ethics  of  an 
admiral's  or  a  general's  working  for  a  company  that  is  getting  Gov- 
ernment contracts  and  things  of  that  kind.  Of  course,  I  can  under- 
stand why  a  company  would  want  to  employ  them.  They  have  con- 
tacts in  departments  and  familiarity  with  officers  that  are  valuable,  no 
doubt,  to  the  company,  but  it  seems  to  me  that,  from  the  standpoint  of 
the  officers  themselves,  there  is  a  rather  serious  question  of  ethics  there 
as  to  whether  they  should  accept  employment  of  that  character. 

Mr.  Barnes.  Well,  I  may  say  this,  that  in  both  of  those  instances  and 
in  any  instance  where  a  naval  officer  is  employed,  they  have  been  rec- 
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ommended  to  us  by  the  Department  itself,  by  the  Navy  Department  or 
by  the  Maritime  Commission. 

Senator  Connally.  I  am  not  raising  any  personal  issues. 

Mr.  Barnes.  We  couldn't  hire  one  of  them  without 

Senator  Connally  (interposing) .  I  am  not  making  any  issue  of  any 
particular  individual,  but  it  does  seem  to  me  that  that  is  a  very  serious 
question  of  policy.  We  retire  these  admirals  and  generals  and  give 
them  three-quarters  pay,  which  is  supposed  to  take  care  of  them.  I 
notice,  though,  that  just  as  soon  as  they  can  get  out  on  either  retire- 
ment or  the  30-year  rule — I  suppose  it  has  been  reduced  now ;  they  are 
passing  such  liberal  legislation  for  the  Army — most  of  them,  or  a  great 
many  of  them,  go  out  and  get  a  job  somewhere  and  get  the  retirement 
pay  also. 

Mr.  Barnes.  The  Navy  feels,  I  think,  that  for  a  man  to  reach  the  age 
as  a  captain,  who  should  have  been  or  expected  to  be  made  an  admiral 
and  has  been  passed  over,  to  a  certain  extent  deteriorates  his  usefulness 
to  the  Navy  because  of  putting  men  who  were  junior  to  him  over  him. 
None  of  us  would  like  that,  you  know.  So  when  we  were  in  need  of 
help,  in  fact,  they  volunteered,  and  Secretary  Knox  got  very  generous. 
He  was  going  to  divide  with  us  because  we  were  having  to  spread  out  so 
thin.  When  it  came  to  a  show-down  and  we  wanted  some  younger 
men,  he  wouldn't  let  us  have  them.  We  wanted  them  for  their  tech- 
nical knowledge.     Contacts  weren't  worth  anything. 

Senator  Connally.  I  am  not  especially  criticizing  your  company, 
because  naturally  you  are  going  to  get  the  fellows  that  you  think  can 
do  the  work  and  also  get  some  contracts,  if  possible. 

Mr.  Barnes.  A  further  analysis  of  that 

Senator  Connally  (interposing) .  When  you  get  in  difficulties  with 
the  Government  you  want  some  admiral  who  can  go  over  and  say  to  his 
old  side-kick,  "Now,  look  here,  we  will  just  get  this  fixed  up." 

Mr.  Barnes.  We  have  seen  the  experience  of  men  who  have  been  in 
Congress  who  have  tried  to  influence  Congress  after  they  got  out.  They 
are  all  gone  and  didn't  do  any  good.  They  weren't  worth  their  salt. 
A  Navy  officer  isn't  worth  his  salt  who  would  do  that.  If  he  has  a  bet- 
ter job  than  an  admiral  has  in  the  Bureau  and  is  sent  in  there,  they 
will  kick  him  out  or  pass  him  over.  It  has  no  effect  as  far  as  that  part 
of  it  is  concerned.  His  contacts  in  the  Navy  are  not  worth  5  cents  as 
far  as  contacts  go.  The  only  thing  he  is  worth  is  his  technical  knowl- 
edge of  the  business  he  is  doing. 

You  have  seen  it.  You  have  been  here  a  long  time.  We  have  been 
here  together,  and  we  have  seen  hundreds  and  hundreds  of  men  who 
were  in  Congress  who  thought  that  because  of  their  contacts  in  Con- 
gress they  could  sell  Congress. 

Senator  Connally.  I  am  not  approving  that  policy  any  more  than  I 
am  the  other.  At  the  same  time,  an  ex-Congressman  or  an  ex-Senator 
is  not  getting  Government  pay;  he  is  not  drawing  a  salary  from  the 
Government. 

Mr.  Barnes.  He  is  not  doing  his  employer  much  good,  either. 

Senator  Connally.  But  the  retired  admiral  and  the  retired  general 
are  sitting  over  there  drawing  a  Government  check  every  month  on 
the  theory  that  they  can  be  recalled  to  active  duty,  and  when  this 
emergency  comes  on,  some  of  these  people  might  be  recalled,  you  can't 
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tell.  Yet,  when  you  recall  them,  they  are  all  tangled  up  with  some 
company  that  has  had  a  contract  or  got  a  contract  with  the  Govern- 
ment.   I  don't  think  that  is  very  good  ethics. 

Mr.  Barnes.  We  have  one  captain  of  the  Navy,  who  has  been  passed 
over  as  an  admiral,  out  of  the  total  number  we  have  employed.  I 
don't  know  him  personally. 

Senator  Connally.  I  am  not  making  any  personal  attack  on  any 
of  these  individuals,  but  I  do  raise  the  general  issue  of  the  ethics  of 
that  sort  of  practice. 

Mr.  Barnes.  It  may  not  seem  ethical,  but  it  seemed  a  shame  to  have 
a  fellow  53  or  54  years  old,  a  captain  of  the  Navy,  who  has  been  passed 
over  and  retired,  who  has  great  technical  knowledge,  and  have  nobody 
able  to  use  it,  just  leaving  him  there  idle  in  an  emergency  of  this 
kind. 

Senator  Connally.  The  Navy  ought  not  to  retire  him. 

Mr.  Barnes.  It  can't  keep  him  from  retiring  if  he  wants  to  retire. 
He  has  a  right  to  retire. 

Senator  Connally.  He  hasn't  a  right  to  retire  except  on  age. 

Mr.  Barnes.  After  he  reaches  the  age,  is  passed  over,  or  after  he 
has!  30  years'  service. 

The  Chairman.  The  committee  will  recess  until  Monday  morning, 
when  we  will  go  into  the  small-business  contracts. 

Mr.  Barnes.  Mr.  Fulton,  would  it  be  agreeable  to  you  if  I  revamp 
these  figures  and  the  telegram  and  things  F  I  will  put  it  in  shape  and 
send  it  to  you. 

Mr.  Fulton.  That  is  agreeable. 

(Whereupon,  at  11 :  15  a.  m.,  an  adjournment  was  taken  until  10 :  30 
a.  m.,  Tuesday,  July  22, 1941.) 
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TUESDAY,  JULY  22,    1941 

United  States  Senate, 
Special  Committee  to  Investigate 

the  National  Defense  Program, 

Washington,  D.  G. 

The  committee  met  at  10:35  a.  m.,  pursuant  to  adjournment  on 
Thursday,  July  17,  1941,  in  room  318,  Senate  Office  Building,  Senator 
Harry  S.  Truman,  presiding. 

Present :  Senators  Harry  S.  Truman,  chairman ;  and  James  M.  Mead. 

Also  present :  Hugh  A.  Fulton,  chief  counsel. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Bentley, 
will  you  please  take  this  seat  over  here?  Do  you  solemnly  swear  to 
tell  the  truth,  the  whole  truth,  and  nothing  but  the  truth,  so  help  you 
God? 

Mr.  Bentley.  I  do. 

The  Chairman.  Will  you  give  the  recorder  your  name  and  address 
and  your  business,  please  ? 

TESTIMONY  OF  C.  H.  BENTLEY,  PRESIDENT  AND  GENERAL  MAN- 
AGER, WEBB  CITY  &  CARTERVILLE  FOUNDRY  &  MACHINE 
WORKS,  WEBB  CITY,  MO. 

Mr.  Bentley.  My  name  is  C  H.  Bentley.  I  am  president-general 
manager  of  the  Webb  City  &  Carterville  Foundry  &  Machine  Works, 
at  Webb  City,  Mo. 

EFFECT  OF  PRIORITIES  ON  SMALL  PLANTS 

The  Chairman.  Mr.  Bentley,  this  committee  is  very  much  inter- 
ested in  the  situation  of  manufacturing  plants  such  as  yours  with  re- 
gard to  priorities  and  their  present  condition  brought  about  by  a 
cutting  off  of  supplies  of  steel  and  things  of  that  sort.  Will  you 
please  tell  us  something  about  your  condition  ? 

Mr.  Bentley.  I  might  go  back  in  our  institution  and  give  a  little 
of  the  back  history  so  that  you  can  see  our  position.  We  have  been 
in  business  for  about  50  years.  The  institution  primarily  on  a  100- 
percent  basis  furnished  mining  machinery  in  the  zinc  mines  in  what  is 
called  the  tri- State  district,  in  what  represents  Oklahoma,  Kansas, 
and  Missouri.  Back  in  the  old  years  we  built  light  machinery,  but 
in  late  years  we  increased  our  capacity  until  today  we  are  building 
very  heavy  equipment  and,  as  a  result,  the  various  mills  have  gone 
into  larger  production — less  mills,  but  greater  capacity  mills.    We  are 
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having  a  lot  of  difficulty  now  in  buying  alloy  steel,  which  is  a  great 
improvement  over  the  cheaper  grades  of  steel,  and  we,  being  rather 
exclusive  in  our  line,  due  to  our  capacity,  can't  get  the  steel  which  is 
necessary  for  the  repairs  down  in  the  mining  field. 

In  the  event  we  don't  get  the  steel  and  the  necessary  materials,  of 
course,  there  is  only  one  alternative,  and  that  is  to  close  down,  and 
if  we  close  down  I  just  don't  know  what  the  mining  fields  will  do, 
because  75  percent  of  the  production  of  that  particular  field,  the  zinc 
field,  is  within  a  few  companies  which  operate  our  primary  breaking 
equipment,  and  as  we  are  practically  the  only  people  west  of  the 
Mississippi  River  with  capacity  big  enough  to  build  the  primary 
breakers,  I  don't  know  what  they  would  do  clown  in  that  mining  field. 

The  Chairman.  That  is  primary  breakers  on  the  order  of  crushers, 
isn't  it  ?  They  crush  the  rock  that  contains  the  ore  and  send  it  down 
over  the  jigs,  and  that  is  the  way  you  get  the  zinc  ore  out  of  the  rock. 
Isn't  that  true  ? 

Mr.  Bentley.  That  is  right. 

The  Chairman.  Have  you  ever  made  an  effort  to  get  any  of  these 
defense  contracts  ? 

Mr.  Bentley.  Oh,  yes.    We  made  a  big  effort. 

The  Chairman.  Have  you  had  any  success? 

Mr.  Bentley.  Nothing  but  subcontracts. 

The  Chairman.  How  do  you  get  these  subcontracts  ? 

Mr.  Bentley.  Through  concerns  we  have  been  associated  with,  such 
as  Ryerson,  Bethlehem  Steel.  Those  are  the  two  subcontracts  we  have 
had. 

The  Chairman.  Do  you  get  these  subcontracts  on  bids  or  by  alloca- 
tion to  you? 

Mr.  Bentley.  No;  we  bid  on  those  jobs. 

The  Chairman.  Has  your  mill  as  yet  been  affected  by  the  priorities 
orders  on  steel  ? 

Mr.  Bentley.  Oh,  yes.  We  have  closed  down  one  of  our  depart- 
ments, that  is  our  heavy  sheet-metal  department,  because  of  trouble 
we  have  getting  heavy  plates.  We  are  having  to  substitute,  in  a  great 
many  instances,  and  each  time  we  place  our  orders  the  shipments  are 
ments  are  getting  farther  and  farther  apart  and  slower  all  the  time, 
and  we  are  facing  a  situation  on  alloy  shafts  that  go  into  these  big 
breakers.  We  are  substituting  it  for  far  inferior  products  in  order  to 
get  it,  and  even  those  are  getting  slower.  We  have  been  notified,  unless 
we  have  priorities,  that  we  probably  can't  get  that. 

The  Chairman.  Has  it  ever  been  considered  that  your  company 
would  be  entitled  to  priorities  on  account  of  the  fact  that  its  machinery 
is  used  to  produce  one  of  the  metals  which  is  now  decidedly  short  in 
the  market? 

Mr.  Bentley.  I  might  tell  you  our  past  history  in  the  last  war. 
We  never  were  held  up  for  an  item  of  any  kind  because  we  were 
strictly  on  priority  throughout,  a  blanket  priority,  and  we  were  never 
denied  anything. 

The  Chairman.  But  you  are  not  under  a  blanket  priority  today? 

Mr.  Bentley.  We  are  not  under  a  priority  at  this  time. 

The  Chairman.  Evidently  a  complete  survey  hasn't  been  made  in 
the  setting-up  of  these  priorities.  Have  you  any  questions,  Mr. 
Fulton? 
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Mr.  Fulton.  As  I  understand  it,  you  manufacture  machinery  which 
is  necessary  for  the  operation  of  a  zinc-mining  field  in  the  tri-State 
area  that  you  spoke  of. 

Mr.  Bentley.  Yes,  sir. 

Mr.  Fulton.  Without  that  machinery,  the  zinc  mines  would  not  be 
able  to  continue  operation  ? 

Mr.  Bentley.  They  could  continue  by  redesigning  all  their  mills 
and  going  into  much  smaller  capacity  machinery,  but  as  the  mills  are 
all  set  up,  75  percent  of  the  production  goes  through  our  heavy  equip- 
ment. 

Mr.  Fulton.  And  if  they  redesigned  they  would  still  have  to  have 
the  machinery  built. 

Mr.  Bentley.  Oh,  yes. 

Mr.  Fulton.  Which  would  be  just  as  much  a  drain  on  materials  as 
building  the  machinery  of  the  type  you  are  now  using. 

Mr.  Bentley.  Possibly  more,  because  that  is  much  smaller  stuff  and 
it  would  take  more  of  it, 

Mr.  Fulton.  And  there  isn't  any  priority  of  any  kind  that  assists 
you  in  getting  materials  necessary  to  keep  supplying  machines  for  the 
vitally  necessary  purpose  of  obtaining  zinc? 

Mr.  Bentley.  Not  at  this  time.  We  hope  to  get  it.  We  have  just 
now  started. 

Mr.  Fulton.  You  said,  I  think,  that  some  materials  you  are  not 
able  to  get  at  all  at  present  ? 

Mr.  Bentley.  That  is  right. 

Mr.  Fulton.  For  instance,  plates,  which  has  shut  down  one  part 
of  your  plant  ? 

Mr.  Bentley.  That  is  right. 

Mr.  Fulton.  Does  that  mean  there  were  tools  which  were  capable 
of  being  used  and  were  being  used  before  that  which  now  are  idle 
in  that  part  of  the  plant  ? 

Mr.  Bentley.  They  are  not  only  idle,  we  sold  them  because  we  saw 
no  chance  of  getting  materials. 

Mr.  Fulton.  And  I  think  you  mentioned  manganese  to  me.  Are 
you  able  to  get  manganese  ? 

Mr.  Bentley.  We  have  been,  without  a  bit  of  trouble,  until  recently 
we  have  been  notified  that  we  should  stock  up,  but  I  think  we  have 
waited  too  long  now  for  that.  The  manganese  we  use  as  abrasive 
plates  on  big  crushers  and  rollers,  and  that  is  secured  from  the  Ameri- 
can Manganese  people,  and  that,  of  course,  goes  along  with  the  same 
heavy  breaking  equipment  that  I  spoke  of  awhile  ago.  We  can't 
manufacture  iron  in  our  territory  strong  enough  to  hold  it.  It  has 
to  be  done  through  manganese. 

Mr.  Fulton.  Then  there  is  no  substitute  for  the  lack  of  this  material 
that  you  need? 

Mr.  Bentley.  That  is  right. 

Mr.  Fulton.  And  in  some  cases  have  you  been  able  to  make 
substitutes  ? 

Mr.  Bentley.  Yes;  we  have  in  a  great  many  cases,  but  it  is,  of 
course,  a  worry.  We  also  manufacture  an  item  that  goes  into  the 
modernization  of  old  lathes  in  mining-machinery  equipment,  machine- 
shop  equipment,  of  which  about  90  percent  of  it  is  going  to  the  Govern- 
ment through  various  second-hand  machinery  houses,  and  we  are 
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substituting  common  bars  for  alloy  bars  from  which  to  make  gears. 
We  are  falling  way  behind  in  our  production,  due  to  lack  of  bearings. 

Mr.  Fulton.  This  is  production  which  would  relate  to  a  defense 
article,  machine  tools? 

Mr.  Bentley.  Absolutely  correct. 

Mr.  Fulton.  So  that  even  on  the  question  of  reconditioning  ma- 
chine tools  or  providing  gear  boxes  and  other  things,  you  are  not  able 
to  obtain  the  necessary  bearings  and  other  material  ? 

Mr.  Bentley.  That  is  right. 

Mr.  Fulton.  For  which  there  is  no  adequate  substitute  ? 

Mr.  Bentley.  No;  there  isn't. 

Mr.  Fulton.  So  that  there,  again,  your  capacity  is  not  being  utilized 
and  you  are  daily  sustaining  a  greater  shortage  ? 

Mr.  Bentley.  All  the  time. 

Mr.  Fulton.  Are  there  any  priorities  that  assist  you  in  that  respect  ? 

Mr.  Bentley.  We  have  attempted  to  get  priorities  through  our 
Kansas  City  efforts,  but  so  far  have  failed.  I  believe  there  is  to  be  a 
priority  representative  there  before  long,  and  through  that  authority 
we  expect  to  get  some  priority  on  part  of  our  equipment,  but  as  we 
find  through  the  various  houses  that  we  are  buying  from,  they  ask 
us  for  priority  on  the  particular  item  that  material  is  to  be  used  in, 
which  is  pretty  hard,  sometimes,  to  give  on  each  individual  case. 

Mr.  Fulton.  For  example,  I  suppose  in  producing  an  article  you 
have  to  assemble  a  number  of  different  pieces  of  material,  and  some 
of  it  semifinished  stuff,  such  as  bolts  and  nuts  and  plates  and  things  of 
that  kind. 

Mr.  Bentley.  Exactly. 

Mr.  Fulton.  Are  you  having  trouble  getting  any  of  those  indi- 
vidual parts  ? 

Mr.  Bentley.  Yes,  we  are ;  we  are  having  a  lot  of  trouble. 

Mr.  Fulton.  For  example,  if  you  can't  get  bolts  and  nuts  that  are 
necessary  it  wouldn't  do  you  much  good  to  have  a  surplus  of  other 
parts  of  your  equipment. 

Mr.  Bentley.  That  is  right. 

Mr.  Fulton.  Would  you  tell  us  something  about  the  size  of  your 
plant  ? 

Mr.  Bentley.  Well,  we  are  surrounded  by  a  12- acre  fence,  and  our 
buildings  cover  about  4  acres  of  that  12.  We  have  a  tremendous  invest- 
ment there.  Our  employees  are  men  who  have  served  most  of  their 
lives  with  us  and  most  of  them  have  raised  their  families  there  and 
they  own  their  homes.  We  employ  at  the  present  time  about  100 
people.  We  have  a  capacity  for  as  many  more,  and  there  is  lots  of 
local  labor  available — good  mechanics,  fellows  that  don't  care  to  go 
into  the  industrial  centers  at  all  to  work.  They  would  much  prefer 
to  stay  in  the  territory  in  which  they  have  been  raised  and  in  which 
they  raised  their  families.  They  are  all  English-speaking  labor.  The 
capitalization  is  $380,000,  and  if  we  don't  get  it,  naturally  the  ma- 
chinery is  going  to  be  disposed  of,  and  that  means  a  loss  of  labor  to 
those  men,  as  well  as  a  good  institution. 

The  Chairman.  Are  there  any  other  machine  shops  in  that  neigh- 
borhood in  the  same  condition  that  vou  are? 
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Mr.  Brentley.  Yes ;  they  are  all  in  the  same  condition ;  not  as  bad  as 
we  are,  because  they  furnish  repairs.  We  furnish  the  primary  equip- 
ment, and  they  furnish  repairs  for  it  as  they  can  get  it. 

The  Chairman.  Most  of  the  other  machine  shops  are  repair  shops  ? 

Mr.  Bentley.  That  is  what  they  are. 

The  Chairman.  There  is  a  large  number  of  them  in  that  tri-State 
field,  isn't  there  ? 

Mr.  Bentley.  A  very  large  number. 

The  Chairman.  And  they  all  have  a  certain  number  of  machines 
that  are  busy  a  substantial  part  of  the  time  if  they  can  get  the  material 
to  work  with  ? 

Mr.  Bentley.  Yes ;  I  think  that  is  true. 

Mr.  Fulton.  Do  you  yourself  have  a  lot  of  machinery  and  tools 
which  you  could  use  if  you  had  the  materials  to  use  them  with  ? 

Mr.  Bentley.  Yes ;  we  have  a  lot  of  machinery  that  could  be  thrown 
into  work,  in  addition  to  the  hours  that  they  are  now  working. 

Mr.  Fulton.  And  would  it  be  possible  for  you  to  sell  and  dispose  of 
the  product  that  you  could  make  if  you  had  the  materials  ? 

Mr.  Bentley.  Every  bit  of  it. 

Mr.  Fulton.  So  that  it  is  a  shortage  of  materials  and  not  of  labor 
or  of  tools  or  of  inability  to  sell  what  you  produce  ? 

Mr.  Bentley.  That  is  right. 

Mr.  Fulton.  Have  you  had  any  trouble  with  suppliers  of  materials 
which  leads  you  to  think  that  you  might  be  discriminated  against,  or 
is  it  just  that  the  materials  are  short  and  you  haven't  got  priority? 

Mr.  Bentley.  No  ;  we  have  not  had  any  trouble  with  suppliers.  As 
I  say,  we  have  been  in  business  for  50  years,  and  are  well  established, 
and  all  those  concerns  would  give  us,  I  am  positive,  priority  over  the 
others  that  are  not  protected  by  priority  ratings.  They  are  very 
friendly  Avith  us. 

Mr.  Fulton.  So  it  is  a  shortage  of  materials  rather  than  a  discrim- 
ination. 

Mr.  Bentley.  That  is  right. 

Mr.  Fulton.  Have  you  tried  to  get  prime  contracts  for  defense 
items  ? 

Mr.  Bentley.  Oh,  yes. 

Mr.  Fulton.  Have  you  been  able  to  ? 

Mr.  Bentley.  Our  principal  reason  is  everyone  we  have  had  a  chance 
to  bid  on  has  been  so  large  that  we  would  have  to  dispose  of  our 
regular  line  of  business  to  take  care  of  it,  and  that  we  didn't  want 
to  do. 

Mr.  Fulton.  You  wanted  a  smaller  contract  than  those  you  could 
bid  on  ? 

Mr.  Bentley.  Yes ;  because  we  want  to  be  in  business  after  this  war 
is  over,  and  yet  we  have  capacity  far  beyond  our  present  demand  in 
our  lines. 

The  Chairman.  That  is  all,  Mr.  Bentley. 

Mr.  Williams,  do  you  solemnly  swear  to  tell  the  truth,  the  whole 
truth,  and  nothing  but  the  truth,  so  help  you  God  ? 

Mr.  Williams.  I  do. 


1584       INVESTIGATION  OF  THE  NATIONAL  DEFENSE  PROGRAM 

TESTIMONY  OF  PIERCE  WILLIAMS,  SPECIAL  FIELD  REPRESENTA- 
TIVE, WORK  PROJECTS  ADMINISTRATION 

The  Chairman.  Will  you  give  your  name  and  connections  to  the 
reporter  ? 

Mr.  Williams.  Pierce  Williams,  formerly  connected  with  the  Labor 
Division  of  the  O.  P.  M.  I  am  regularly  connected  with  the  head- 
quarters staff  of  W.  P.  A.  What  I  have  to  offer  is  based  on  some 
8  months'  experience  with  the  farming-out  activity  in  the  O.  P.  M. 

PROBLEMS  IN   DEFENSE  PRODUCTION 

Mr.  Williams.  Mr.  Chairman,  in  the  hope  of  facilitating  the  com- 
mittee's work,  I  have  jotted  down  six  points,  and  I  will  just  touch 
briefly  on  them.  I  think  they  will  serve  as  a  framework  within  which 
you  can  then  bring  out  any  specific  points  with  which  you  are  con- 
cerned.   If  you  want  to  interrupt  me,  please  do  so. 

The  first  point :  It  is  obvious  the  total  resources  of  the  Nation  have 
to  be  harnessed  to  defense  production.  To  say  that  we  can  do  this 
job  by  leaving  any  part  of  our  productive  facilities  unutilized  is  like  a 
small  boy  who  says  he  can  lick  a  giant  with  one  hand  tied  behind  his 
back.    We  can't  run  that  risk. 

The  second  point,  I  think,  is  this :  Under  normal  conditions  we 
have  a  situation  in  which  supply  is  always  in  excess  of  demand.  I 
think  we  have  to  radically  transform  our  point  of  view  and  recog- 
nize that  in  a  defense  situation  there  is  an  insatiable  demand  for 
goods.  In  fact,  we  never  have  quite  enough  of  anything  to  meet  our 
requirements.  It  is  just  another  way  of  saying  we  can't  afford  to  leave 
any  part  of  our  production  out  of  use. 

My  third  point  is  to  emphasize  to  the  committee  two  points  which 
I  think  would  help  to  bring  full  production  of  the  country  into  de- 
fense. First  is  the  idea  of  pooling  of  production  capacity  on  a  local 
basis.  Equally  important  is  the  simplification  of  a  procurement  pro- 
cedure so  that  we  substitute  the  negotiation  of  contracts  for  competi- 
tive bidding.  Then  I  shall  discuss  the  benefits  of  pooling  as  I  think 
we  have  seen  it  in  one  or  two  cases,  give  you  some  examples  of  local 
community  production  pools,  and  show  how  that  might  be  applied  to 
the  entire  country. 

My  fourth  point,  then,  is  to  discuss  the  importance  of  negotiating 
contracts,  giving  some  educational  orders  to  small  plants  in  pools 
so  that  they  may  learn  how  to  meet  the  Government's  requirements; 
in  other  words,  to  take  defense  business  right  to  the  doorsteps  of  the 
local  communities. 

The  fifth  point  is  that  from  the  standpoint  of  the  welfare  of  the 
country  as  a  whole  when  the  emergency  is  over,  we  must  utilize  indus- 
trial capacity  where  it  is  and  not  make  the  mistake  of  sacrificing 
small  local  industry  for  the  sake  of  having  enormous  nationalized 
plants. 

Then  my  sixth  point  is  some  suggestions  as  to  organization  by  which 
we  might  achieve  full  utilization  of  the  country's  capacity. 
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POOLING  OF  PRODUCTIVE  CAPACITY  TO  UTILIZE  SMALL  BUSINESS  FACILITIES 

Mr.  Williams.  I  think  the  importance  of  pooling  is  this :  It  gives 
us  the  means  of  integrating 

The  Chairman  (interposing).  By  pooling  you  mean  the  associa- 
tion of  several  small  plants  in  the  construction  of  one  contract? 

Mr.  Williams.  Not  necessarily ;  just  the  association  of  a  number  of 
small  plants  in  one  area,  based  on  the  fact  that  a  single  small  plant 
may  not  have  the  diversity  of  tools  to  enable  it  to  handle  a  very  elab- 
orate contract.  But  if  we  take  an  area  like  Kansas  City,  with  which 
I  happen  to  have  some  familiarity,  and  survey  the  equipment  of  per- 
haps 200  plants  within  reach  of  Kansas  City,  if  we  can  find  some  means 
of  associating  them  without  any  loss  of  individual  ownership,  with- 
out the  loss  of  autonomy  or  initiative  on  the  part  of  the  management 
of  those  plants,  we  have  all  the  benefits ;  in  fact,  I  think  a  good  deal 
more  than  the  benefits  of  one  enormous  plant. 

An  aggregation  of  plants  which  are  associated  in  this  pooling  ar- 
rangement is  capable,  it  seems  to  me,  of  taking  on  almost  any  con- 
tract, no  matter  how  complicated  it  may  be.  It  may  take  that  work 
on  as  subcontractor  or  for  some  prime  contractor,  or,  better  still,  it 
seems  to  me  it  may  take  on  that  work  direct  from  the  War  or  Navy 
Department.  Obviously,  the  War  and  Navy  Departments  won't  nego- 
tiate contracts  with  a  multiplicity  of  very  small  plants,  but  I  see  in 
the  pooling  idea  the  possibility  of  the  War  and  Nevy  Departments 
negotiating  with  the  association  on  the  basis  of  the  diversity  of  equip- 
ment in  all  these  plants,  so  that  from  the  standpoint  of  the  Govern- 
ment you  get  all  the  benefits  of  doing  business  with  one  enormous 
concern. 

The  Chairman.  Has  any  concrete  effort  been  made  to  organize  these 
pools  ? 

Mr.  Williams.  Yes.  In  the  Labor  Division  of  O.  P.  M.,  beginning 
last  September,  I  was  called  in  to  assist  Mr.  Morris  L.  Cooke  in  what 
we  called  the  farming-out  activity,  and  we  found  before  we  had  gone 
very  far  that  there  was  an  interest  in  many  communities  in  organiz- 
ing what  they  called  pools.  They  weren't  very  clear  in  their  minds  as 
to  just  how  to  do  it,  but  they  seemed  to  sense  that  their  small  plants 
could  only  do  business  with  the  Government  if  they  could  somehow 
associate  themselves  together  so  as  to  secure  the  advantages  which  the 
Government  wanted  in  dealing  with  one  big  concern. 

I  think  Lancaster  County,  Pa.,  has  been  a  very  interesting  example  of 
how  that  pooling  idea  could  be  worked  out.  That  is  a  community  up 
here  in  eastern  Pennsylvania,  in  which  you  have  two  large  plants,  the 
Armstrong  Cork  Co.  and  the  Hamilton  Watch  Co.,  and  then  you  have 
a  number  of  rather  small  machine  shops  and  metal-working  plants 
which  make  specialties  for  consumers'  goods  Lancaster  County  is 
different  from  York  County,  in  that  in  York  County  you  have  a  num- 
ber of  plants  which  are  really  big  engineering  plants,  and  those  plants 
are  used  to  taking  on  any  kind  of  job — within  their  own  field,  of 
course — that  you  want  them  to  do ;  and  the  fact  that  it  may  be  different 
from  what  they  have  done  before  doesn't  bother  them  in  the  least. 
Lancaster  County's  shops  are  inclined  to  specialize,  and  it  is  a  little 
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more  difficult  for  them  to  get  outside  of  the  line  of  something  they 
have  always  done. 

Now,  they  got  the  idea  that  they  could  perhaps  get  further  with 
defense  by  associating  these  plants  together,  and  they  set  up  what 
they  called  the  Manufacturers'  Cooperative  Defense  Committee  of 
Lancaster  County.  They  borrowed  the  services  of  a  young  engineer 
from  one  of  their  local  plants,  and  he  acted,  in  a  sense,  as  sort  of  a 
supersalesman  and  sales  engineer  for  the  association  of  these  plants. 

Finally,  after  some  months  of  organization  and  studying  the  plants 
to  find  out  what  they  had,  bringing  the  association  to  the  notice  of  the 
Government  departments,  they  were  able  to  get  some  work  from,  1 
think,  the  Philadelphia  Navy  Yard.  Now,  the  Navy  Department 
said,  "We  can't,  of  course,  give  a  contract  to  your  committee.  Your 
committee  has  no  legal  stability,  but  we  see  no  reason  why  we  shouldn't 
give  a  contract  perhaps  to  one  of  your  plants  with  the  understanding 
that  the  work  was  to  be  distributed  out  among  all  the  other  plants  that 
could  do  something." 

Now,  then,  this  happened  to  be  some  very,  very  simple  work,  but 
it  was  the  kind  of  work  that  probably  never  would  have  been  placed 
with  the  individual  plants  as  individuals.  But  when  the  Navy  De- 
partment could  be  shown,  you  see,  that  the  aggregate  output  of  all 
these  plants  was  considerable,  they  became  interested.  So,  in  effect, 
the  association  of  these  plants  multiplied  the  production  of  a  number 
of  plants  which  would  have  gone  completely  unutilized  if  they  had 
had  to  be  treated  as  individuals. 

The  Kansas  City  activity  has  gone  through  several  stages,  starting 
with  what  was  known  as  the  Mid-Central  War  Resources  Board,  which 
was  merely,  in  the  first  instance,  an  attempt  to  make  known  to  the 
different  departments  in  Washington  the  existence  of  a  relatively  large 
volume  of  metal-working  capacity  within  reach  of  Kansas  City.  Now 
just  within  the  last  few  days  I  am  informed  that  that  pooling  has  gone 
a  little  bit  further  in  the  setting  up  of  a  special  corporation  under 
the  laws  of  the  State  of  Missouri  which  doesn't  in  any  way  run  counter 
to  the  antitrust  laws  but  which  will  permit  this  new  corporation,  as 
representative  of,  at  the  outside,  100  metal-working  plants  in  that  area, 
to  do  business  with  the  Government. 

I  understand,  also,  that  that  new  corporation  has  approached  the 
Government,  and  it  looks  as  though  the  Government  is  interested, 
because  you  see  from  the  standpoint  of  the  War  and  Navy  Departments 
it  is  a  remarkable  increase  in  the  facility  of  contacting  local  industry 
if,  instead  of  trying  to  do  business  with  one  or  two  hundred  relatively 
small  concerns  you  can  approach  all  those  concerns  through  one  office. 
This  office  is  staffed  in  ai  voluntary  way  by  the  best  engineers  in  these 
various  plants.  These  engineers  not  only  know  the  machine  tools  of 
their  own  plants,  but  they  know  what  machine  tools  are  in  all  these 
plants.  They  are  able  to  visualize  all  of  the  tools  in  these  various 
plants,  as  I  say,  almost  as  though  they  were  one  plant,  and  the  moment 
you  commence  to  look  at  these  different  plants  not  as  separately 
owned  enterprises  but  just  as  groups  of  machine  tools,  then,  of  course, 
you  see  possibilities  of  integration  of  those  different  tools  in  ways 
which  didn't  exist  before;  because,  as  long  as  each  fellow  merely  thinks 
of  his  own  little  shop,  with  possibly  20  tool's  in  it,  he  is  limited  in  per- 
haps the  complexity  of  the  work  he  can  do.    As  soon  as  you  think  of 
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all  those  tools  as  being,  for  all  practical  purposes,  1  plant — and  that  is 
what  you  get  when  you  associate  them  in  this  informal  way — then  that 
aggregation  of  plants  is  able  to  take  on  work  which  perhaps  a 
$50,000,000  corporation  only  could  do. 

The  prospects  seem  to  be  good  in  Kansas  City  for  utilizing  the 
machine  tools  and  metal-working  capacity  in  these  plants  by  having 
this  association,  these  associated  plants,  as  the  contact  agency  with  the 
War  and  Navy  Departments. 

The  business  of  that  pool,  as  we  would  call  it,  is  first  of  all  to  find 
out  from  the  War  and  Navy  Departments  what  work  they  want  done 
that  we  are  having  difficulty  in  getting  done.  That  is,  in  almost  any 
kind  of  a  Government  job  there  probably  will  turn  out  to  be  some  parts 
which,  for  all  sorts  of  reasons,  were  causing  difficulty;  they  couldn't 
be  turned  out  perhaps  in  the  requisite  quantity  to  insure  the  completion 
of  this  job  on  schedule.  Now  the  War  and  Navy  Departments  can 
indicate  to  this  kind  of  an  association  what  these  parts  are,  can  furnish 
blueprints  and  specifications.  The  association,  knowing  a  good  deal 
about  the  capacity  of  the  tools  in  its  area,  is  able  to  say :  "Well,  these 
particular  things  we  know  we  can  do.  This  subassembly  we  know  we 
can  do.  This  is  a  rather  complicated  assembly;  we  know  we  can  do 
that."  That  may  not  all  be  made  in  1  plant.  We  may  distribute  this 
stuff  around  among  100  different  plants,  and  the  subassembly  may  be 
made  in  1  plant  operating  on  behalf  of  6  or  7  plants;  a  much  more 
complicated  assembly  may  be  made  in  plants  which  have  a  fine  engi- 
neering staff  pulled  together  from  various  other  plants. 

That  scheme  of  pooling  which  has  been  worked  out  in  a  very  small 
way  in  Lancaster  County  we  are  very  sure  is  going  to  work  out  in  a 
very  large  way,  relatively,  in  Kansas  City. 

I  think  another  important  aspect  of  this  pooling  idea  is  this :  That 
as  the  sense  of  urgency  in  this  crisis  becomes  more  acute  we  shall 
come  to  realize  that  we  have  to  think  of  the  machine  tools  of  the  coun- 
try, the  machines,  the  men  who  operate  them,  and  the  managers  who 
determine  what  those  tools  shall  do,  in  pretty  much  the  same  way  in 
which  a  commanding  general  visualizes  his  army.  Your  commanding 
general,  of  course,  doesn't  know  where  every  private  is  at  a  given 
moment,  but  he  has  an  organization  which  he  knows  will  be  able  to 
tell  him  that  every  man  is  in  his  place  at  every  point  in  that  army. 
Similarly,  I  think  with  our  metalworking  capacity  you  can't  possibly 
centralize,  you  can't  develop  any  scheme  in  Washington  by  which  you 
will  know  everything  about  all  the  machine  tools,  the  millions  of 
machine  tools  in  the  United  States,  but  you  can  have  a  set-up  by  which 
in  every  industrial  area  of  the  country  you  have  a  pool  which  not 
only  knows  where  every  machine  tool  in  that  area  is,  but,  more  im- 
portant still,  knows  how  much  time  is  available  on  each  one  of  those 
machine  tools.  In  other  words,  the  important  thing  about  machine 
tools  is  what  we  call  the  machine  hour;  just  as  the  kilowatt  is  the 
measure  of  electrical  energy,  so  the  machine-hour  is  the  measure  of 
what  a  machine  tool  can  do.  Each  machine  tool  has  theoretically  24 
hours  during  which  it  can  work.  It  may  not  practically  be  able  to 
work  more  than  20  hours,  because  it  may  not  be  desirable  to  work  shifts 
of  men  more  than  10  hours. 

By  having  the  country  organized  in  industrial  areas  in  which  vari- 
ous plants  are  pooled  in  this  informal  way  we  not  only  can  get  the 
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benefit  of  that  production  for  defense  but  we  can  know  from  week  to 
week  exactly  how  much  time  becomes  available  on  each  machine  tool, 
because  a  machine  tool  may  be  busy  for  2  weeks  and  suddenly  run  out 
of  work,  you  see.  Now,  if  the  committee  or  the  pool  in  that  place 
knows,  for  example,  that  a  certain  type  of  boring  machine  2  weeks 
from  today  will  be  out  of  work  it  will  have  machine-hours  available,, 
it  is  in  position  to  feed  into  that  machine  some  work  which  will  keep 
that  machine  tool  going. 

The  equally  important  thing,  I  think,  to  the  pooling  idea  is  the  sub- 
stitution of  the  negotiated-contract  idea  for  competitive  bidding. 
Now  it  is  relatively  simple  to  develop  these  pools.  We  found  in 
Mr.  Morris  Cooke's  office  that  there  was  great  interest  in  these  com- 
munities in  developing  pools,  but  we  weren't  any  more  able  to  get 
them  business  after  the  pools  were  organized  than  we  had  been  to  get 
business  for  the  individual  shops,  and  I  think  most  of  the  difficulty 
there  is  due  to  the  fact  that  at  that  time — I  am  speaking  now  of,  say,. 
2  months  ago — there  was  perhaps  too  much  emphasis  in  the  War  and 
Navy  Departments  on  competitive  bidding.  Now,  competitive  bid- 
ding is,  after  all,  a  system  which  functions  when  you  have  a  good  deal 
of  surplus  capacity,  because  then  the  man  who  has  the  most  idle  time 
on  his  machines  wants  the  business  worst,  is  likely  to  put  in  the  most 
favorable  price ;  but  when  you  are  trying  to  utilize  all  of  the  countiw's 
capacity  and  you  know  there  is  enough  business  to  keep  every  machine 
and  every  mechanic  in  the  country  busy,  I  don't  think  there  is  any- 
thing gained  by  asking  people  to  put  in  competitive  bids.  The  net 
result  of  that  may  simply  be  that  a  concern  which  is  perhaps  the  best 
equipped  to  turn  out  a  particular  type  of  work  may  continue  to  bid 
lowest  on  that  job,  but  only  at  the  price  of  postponing  the  delivery 
date. 

I  think  the  essential  difficulty  is  this :  To  get  out  of  our  mind  the 
idea  in  this  defense  emergency  that  it  is  up  to  the  individual  business- 
man to  sell  to  the  Government.  That  is  a  rather  difficult  idea  to  get, 
because  we  are  so  used  to  the  idea  of  a  man's  selling  something  that 
he  has  in  competition  with  other  people ;  but  in  this  situation,  where 
the  Government  is  really  the  only  customer  that  would  ultimately  be 
for  30  or  40  percent  of  the  country's  output,  it  seems  to  me  it  is  up  to 
the  Government  to  take  the  initiative  and  reach  out  into  the  counry 
and  find  Avork  which  these  tools  and  their  mechanics  and  their  man- 
agers can  successfully  do. 

So  I  come  to  this  matter  of  negotiated  contracts.  After  all,  the 
most  important  part  of  the  defense  program  is  being  done  on  negoti- 
ated contracts  and  not  on  competitive  bids.  Most  airplanes  are  built 
on  that  basis.  We  are  establishing  great  factories  all  over  the  coun- 
try with  the  idea  that  when  they  are  built  airplanes  and  tanks  and 
other  things  will  be  turned  out. 

The  Chairman.  We  talked  to  the  Bethlehem  Shipbuilding  Co.  a 
few  days  ago,  and  they  had  more  than  $1,000,000,000  in  negotiated 
contracts. 

NECESSITY    FOR    GIVING    SMALLER    PLANTS    "EDUCATIONAL"    ORDERS    TO 
SPREAD   DEFENSE  WORK 

Mr.  Williams.  Yes;  here  is  an  illustration  of  the  point  I  want  to 
make:  When  we  talk  about  educational  orders,  we  must  take  educa- 
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tional  orders  to  the  smaller  plants.  For  example,  I  was  shown  yester- 
day a  circular  in  which  the  Chrysler  Corporation  was  calling  attention 
to  the  remarkable  progress  they  had  made  in  establishing  what  they 
call  their  tank  arsenal  at  Detroit.  I  think  the  opening  line  was  this : 
June  12,  1910,  Mr.  W.  S.  Knudsen  telephones  Chrysler  Corporation 
president,  Mr.  Keller,  and  says,  "Can  you  make  tanks?" 

"Yes,"  replies  Mr.  Keller.    "Where  can  I  see  one?" 

You  see,  that  is  the  whole  point:  "Where  can  I  see  one?"  Mr. 
Kellar,  of  course,  didn't  mean  that  he  was  going  to  have  any  fun  just 
looking  at  the  outside  of  a  tank.  What  he  really  was  saying,  in  an 
engineer's  way,  was:  "I  want  to  take  that  tank  to  pieces;  I  want  to 
see  all  of  its  parts.  I  have  got  to  figure  the  cost  on  all  of  those  parts. 
I  have  to  figure  how  I  will  make  them,  how  I  will  assemble  them, 
and  then  I  can  give  the  Government  some  idea  of  what  it  will  cost, 
and  the  Government's  engineers  will  sit  down  with  me,  and  together 
we  will  arrive  at  a  reasonable  price  for  making  that  tank,  based  on  the 
cost  of  labor  and  materials  and  a  fair  profit  to  myself" — and  that  is 
perfectly  reasonable. 

I  want  to  emphasize  a  point  which  was  brought  to  our  notice  out  of 
the  British  experience.  In  a  memorandum  they  sent  out  about  the 
subcontracting  of  airplane  work,  they  used  a  word  in  quotation  marks 
none  of  us  had  ever  seen  before.  They  referred  to  the  "exploded" 
view  of  an  airplane.  This  is  very  important  in  order  to  utilize  the 
capacity  in  the  small  shops.  If  we  can  imagine  an  airplane  or  a  tank 
or  a  machine  gun,  or  any  complicated  piece  of  ordnance,  and  then 
suppose  that  a  miraculous  and  harmless  explosion  has  taken  place 
and  this  airplane  or  this  tank  is  just  blown  to  pieces  so  that  every 
tiniest  component  part  of  that  instrument  is  laid  out  on  the  floor  all 
around  here,  then  what  do  we  discover?  What  all  of  us  know,  that 
this  very  complicated  piece  of  ordnance  turns  out  to  be  an  aggregation 
of  a  lot  of  very  simple  parts  put  together  in  subassemblies  and  finally 
more  and  more  complicated  assemblies.  When  you  can  see  the  compli- 
cated war  instrument  exploded,  you  can  find  innumerable  pieces  that 
can  be  made  in  the  smallest  and  simplest  shops,  with  the  simplest  kind 
of  equipment. 

At  that  point,  you  see,  we  get  the  picture  of  what  the  small  and  less 
well-equipped  shops  can  do,  but  somebody  has  to  break,  explode,  those 
pieces  of  ordnance  down  to  their  component  parts. 

At  that  stage,  then,  it  seems  to  me  it  is  up  to  either  the  prime  con- 
tractor or  the  War  and  Navy  Departments  themselves  to  say,  "Well, 
now,  we  see  innumerable  parts  here  which  can  be  made  by  small  shops, 
but  they  must  then  take  those  parts,  which  is  to  say  the  blueprints 
and  specifications,  out  to  the  small  shops,  not  as  individual  small  shops 
but  through  these  community  pools  which  are  adequately  staffed  with 
engineers." 

The  man  who  is  going  to  manufacture  this  is  exactly  in  the  position 
of  Mr.  Keller,  the  president  of  the  Chrysler  Corporation.  He  said, 
"Let  me  see  the  part  you  want  me  to  make."  The  moment  he  looks  at 
it  he  says,  "Yes;  I  can  make  that."  "No ;  I  can't  make  that."  As  soon 
as  he  holds  the  blueprint  in  his  hand  or  holds  the  part  and  sees  the 
specifications,  he  knows  right  away ;  he  has  to  have  that  much  informa- 
tion anyhow  in  order  to  calculate  his  costs.  Instead  of  asking  that 
fellow  to  bid  on  this  thing,  one  reason  that  it  is  out  of  the  question  to 
ask  him  to  bid  has  already  been  touched  on  by  Mr.  Bentley ;  he  can't 
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even  get  firm  quotations  on  steel  and  other  metal  to  enable  him  to  put 
in  a  price,  but  the  moment  he  has  this  blueprint,  you  see,  if  he  can  say,. 
"I  don't  know  how  much  it  would  cost  me  to  make  this,  I  can  figure 
it  within  rough  limits,  give  me  a  trial  order  of  100  of  these  things  and 
after  I  have  tried  a  few  of  them,  perhaps  if  you  will  stand  at  my  elbow 
and  help  me  a  little  bit  I  will  work  out  my  costs  and  I  will  know 
exactly  what  I  can  do,"  that,  it  seems  to  me,  is  the  idea  of  the  educa- 
tional order  which  has  been  used  in  the  case  of  the  biggest  concerns 
in  the  country. 

When  the  automotive  companies  were  asked  to  come  in  the  airplane 
business  they  were  given  so-called  educational  orders,  and  that  is  rea- 
sonable. Why  isn't  it  just  as  reasonable  to  give  the  little  fellow  educa- 
tional  orders  so  he  can  get  the  bugs  out  of  the  job  and  find  out  what 
it  is  going  to  cost  him  ? 

An  equally  important  thing,  of  course,  is  that  he  must  be  assured — 
the  smaller  he  is,  the  more  assurance  he  must  have — that  materials 
needed  for  the  job  will  be  supplied  to  him.  That  is  the  British  prac- 
tice, and  that  is  the  practice  with  a  good  deal  of  our  subcontracting. 

If  you  give  out  a  lot  of  small  orders  and  rely  on  the  man  who  is 
going  to  manufacture  these  parts  to  order  his  own  materials,  what  you 
get,  of  course,  is  a  flood  of  small  raw  materials  orders  in  the  big  mills, 
which  are  difficult  for  them  to  handle.  The  priorities  become  almost 
unmanageable  on  that  basis.  But  either  in  the  case  of  subcontracting 
or  in  the  case  of  direct  contracting  to  small  manufacturers  through 
these  pools,  the  man  who  is  giving  out  the  order,  whether  it  be  the 
Government  procurement  office  or  the  prime  contractor,  should  supply 
the  materials,  and  he  can  supply  them  against  his  own  contract  with 
the  mills  for  steel  or  aluminum  or  zinc  or  anything  else,  and  have 
that  charged  against  him. 

On  that  basis,  also,  you  have  simplified  the  whole  procedure  because 
the  small  man  doesn't  even  pay  for  the  materials;  he  simply  is 
charged  with  those  materials  and  the  costs,  by  either  the  prime  con- 
tractor or  the  Government,  and  his  job  is  merely  to  pay  his  labor, 
look  after  his  overhead,  and  add  whatever  profit  has  been  agreed 
upon  for  doing  that  job. 

Is  that  clear? 

The  Chairman.  Entirely  clear. 

Mr.  Williams.  I  think  it  is  a  kind  of  thing  which  needs  to  be 
treated  critically.  We  are  dealing  with  a  situation  which  we  think 
of  as  ideal.  Therefore,  you  need  to  approach  it  and  say,  "Well,  now, 
that  may  sound  very  well  as  you  describe  it  to  us,  but  we  want  to  be 
critical  about  it,  and  let's  see  if  it  would  really  work  in  practice." 

I  think  the  importance  of  utilizing  the  services  of  the  small  plants 
where  they  are,  hardly  needs  any  great  emphasis.  If  we  continue 
to  build  enormous  plants  for  the  special  needs  of  the  defense  emer- 
gency and  deprive  our  smaller  plants,  first  of  their  skilled  labor, 
secondly.  I  dare  say,  of  their  foremen  and  superintendents,  and 
ultimately,  perhaps,  of  their  machine  tools,  it  is  not  difficult  to  visual- 
ize what  the  industrial  structure  of  the  country  will  be  after  the  emer- 
gency is  over — an  intensification  of  the  centralization  which  already, 
it  seems  to  me,  is  far  too  great  for  the  Nation's  welfare. 

There  are  all  sorts  of  other  things,  of  course.  It  seems  to  me  the 
construction  of  these  larger  plants,  which  comes  about.  I  think,  partly 
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because  we  haven't  know  how  to  utilize  the  smaller  plants,  is  almost 
certain  to  increase  labor  difficulty.  The  setting  up  of  these  plants 
is  an  invitation  to  the  unions  to  come  in  and  organize  them.  In  the 
smaller  plants — and  I  mean  by  that  plants  employing  anywhere  from 
25  up  to  250  men — you  are  likely  to  have  much  more  stable  labor 
relations. 

I  think,  although  this  may  be  considered  heresy  in  some  quarters, 
you  have  a  type  of  management  in  the  small  plants  that  you  don't 
have  in  the  big  plants ;  you  have  much  more  flexibility  of  mind,  much 
more  ingenuity  in  the  small  plants  because  they  have  to  learn  to  do 
all  sorts  of  things  with  equipment  which  wasn't  designed  for  special 
purposes.  The  great  big  organizations  tend  to  become  bureaucratic ; 
things  are  administered  by  committees,  and  so  forth.  So  that  the 
assumption  that  somehow  you  only  get  the  maximum  of  efficiency  in 
big  plants  is,  I  think,  not  borne  out  by  the  facts  at  all. 

By  depriving  the  small  plants,  by  failing  to  utilize  the  facilities 
in  the  small  plants,  we,  of  course,  increase  the  troubles  of  the  local 
communities;  we  shift  labor  out  of  places  where  we  have  houses  and 
schools  and  their  community  facilities,  into  places  which  are  already 
congested,  and  in  those  places  they  have  to  build  new  schools,  extend 
sewage  facilities,  build  new  housing  at  tremendous  cost,  and  all  the 
rest  of  it. 

FARMING-OUT  COMMITTEE    SUGGESTED  FOR  UTILIZATION   OF  SMALL  PLANTS 

Mr.  Williams.  The  final  point,  then,  would  be,  What  type  of  or- 
ganization in  the  defense  set-up  might  perhaps  facilitate  the  bringing 
into  production  of  the  capacity  we  are  not  using?  My  own  feeling 
about  that  is  that  something  that  might  be  called  a  farming-out  com- 
mittee would  perhaps  be  the  most  useful  organ  for  accomplishing  that. 
I  visualize  a  committee  made  up  of  some  of  the  ablest  industrial  and 
management  engineers  in  the  country,  men  who  know  shop  problems. 
I  should  say  their  job  would  be  to  uncover  the  capacity  throughout  the 
country  that  is  not  at  present  being  utilized.  As  I  said  before,  I  think 
it  would  be  no  trouble  at  all  to  bring  these  groups  of  plants  together 
in  these  local  pools,  and  the  pool  would  be  the  agency,  the  association, 
through  which  the  farming-out  committee  would  contact  the  unuti- 
lized capacity. 

I  think  such  a  farming-out  committee  would  serve  as  a  service 
agency  for  the  War  and  Navy  Departments  and  the  Maritime  Com- 
mission, the  last  mentioned,  of  course,  in  connection  with  the  enormous 
shipbuilding  program.  The  function  of  that  committee  would  be  to 
serve  as  a  liaison  between  these  pools  all  over  the  country  and  the 
three  services  which  do  the  buying.  But,  again,  I  would  like  to  em- 
phasize that  unless  such  a  committee,  after  having  uncovered  avail- 
able capacity,  would  be  in  position  actually  to  put  blueprints  or 
samples  and  complete  specifications  into  the  hands  of  these  pools  so 
that  the  people  out  in  the  plants  would  actually,  as  Mr.  Keller  wanted 
to  do,  see  what  they  were  asked  to  make,  we  would  get  nowhere  with 
them.  In  other  words,  we  must  simplify  the  procedure  so  that  the 
Government  goes  to  plants  through  these  pools  and  says,  "We  think 
this  thing  can  be  made  for  about  so  and  so.  Now,  figure  your  costs, 
and  after  you  have  some  rough  idea  of  costs,  we  will  sit  down  with 
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you  and  come  to  an  agreement  as  to  what  a  fair  price  on  this  article  is, 
and  if  your  price  seems  a  little  high  we  may  limit  you  to  a  small  order 
in  the  beginning  until  we  are  satisfied  you  can  make  the  thing  and 
until  you  get  a  better  idea  what  your  costs  are.  From  that  point  on 
we  will  feed  orders  in  to  you  so  you  can  utilize  your  full  capacity." 
That  committee,  as  I  say,  serving  as  a  service  agency  for  the  War  and 
Navy  Departments  and  the  Maritime  Commission. 

I  am  a  little  bit  puzzled  as  to  just  where  such  a  committee  could 
function  best.  My  own  idea  is  that  it  should  be  very  close  to  those 
departments.  I  have  sometimes  thought  that  the  Army  and  Navy 
Munitions  Board,  which  we  don't  hear  of  very  much  because,  I  think, 
it  concerns  itself  largely  with  technical  problems,  might  be  the  best 
place  out  of  which  such  a  committee  would  stem. 

I  think  that  about  covers  what  I  had  in  mind  to  submit  to  the  com- 
mittee, Mr.  Chairman. 

Senator  Mead.  I  am  very  much  interested  in  your  suggestion  with 
reference  to  pooling.  Perhaps  "Cooperative  Associations  of  Indus- 
tries" would  impart  the  nature  of  the  organization  a  little  better  under 
the  circumstances. 

Mr.  Williams.  Exactly. 

Senator  Mead.  But  there  is  no  prescribed  unit  of  area  in  which  an 
association  of  this  character  should  be  formed.  That,  I  presume,  is 
more  or  less  a  local  matter,  having  to  do  with  the  industrial  geography 
of  an  area.  For  instance,  you  talked  about  a  pool  out  at  Kansas  City. 
I  presume  that  was  limited  to  the  industrial  area  of  Kansas  City. 
Then  you  talked  about  another  pooling  association  in  Lancaster 
County,  wherein  the  county  line  was  perhaps  the  limitation  there,  so 
that  there  is  no  unit  of  area  in  which  an  association  of  that  kind  might 
be  organized.  I  presume,  also,  it  must  be  a  sort  of  self-starting  device, 
voluntarily  put  together,  with  no  direction  or  influence  on  the  part 
of  the  Government,  so  it  would  be  very  difficult,  in  a  short  period  of 
time,  to  get  the  maximum  of  efficiency  from  pooling  associations,  be- 
cause they  wouldn't  be  thrown  together  before  the  emergency  was 
well  on  its  way  to  completion. 

Mr.  Williams.  Let  me  take  up  the  two  points  in  order.  I  think 
the  area  of  the  pool  would  be  determined  by  the  intensity  of  industrial 
development.  For  example,  in  Massachusetts  there  already  is  a  sys- 
tem developed  which  doesn't  quite  reach  the  point  of  pooling,  but 
which  gets  many  of  the  benefits  of  local  integration.  Now,  Massa- 
chusetts, a  relatively  small  geographical  area  but  intensively  organ- 
ized industrially,  has  36  local  areas.  Now,  apparently,  those  areas 
have  been  constructed  with  two  ideas  in  mind:  One,  ease  of  com- 
munication as  between  plants,  because  you  can  see  if  you  are  going  to 
utilize  the  services  of  a  number  of  plants  in  a  given  area,  all  working 
together  in  association,  you  will  be  moving  materials  and  parts  back 
and  forth  as  between  plants,  so  a  very  important  question  would  be  the 
ease  of  communication,  which  would  be  in  most  cases  trucking  com- 
munication as  between  your  plants.  For  example,  you  might  devise 
one  pool  because  it  strung  along  a  highway  for  50  miles,  instead  of 
going  back  and  forth  across  country  roads,  because  you  couldn't  reach 
those  plants  easily  and  transportation  would  be  very,  very  important. 
A  casting  might  be  made  in  a  foundry ;  you  might  pick  up  that  cast- 
ing and  transport  it  15  miles  to  have  it  machined;  you  might  have 
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one  type  of  machining  done  in  that  plant  and  move  it  to  another  plant 
for  finishing,  and  so  forth. 

In  the  Kansas  City  area  where  you  have  to  take  in  a  much  larger 
area  geographically  in  order  to  get  a  number  of  plants  with  sufficient 
diversification,  the  area  covered  by  the  board  might  be  too  large  for  our 
purpose,  but  the  area  will  show  the  area  within  which  you  get  the 
right  diversification  of  plants  in  order  to  handle  very  complicated 
jobs  and  the  area  which  is  easily  administered  by  a  central  committee 
which  has  to  move  work  from  one  plant  to  another. 

Out  in  San  Francisco,  where  I  live,  we  could  take  in  four  or  five 
counties  around  the  bay.  We  have  many  industrial  plants,  and  those 
mostly  are  concentrated  around  the  bay  itself.  Again,  it  is  a  question 
of  how  far  you  would  want  to  move  materials,  and  it  probably  would 
be  50  miles,  you  see. 

Tulsa,  Oklahoma  City,  Dallas,  Fort  Worth  in  Texas;  take  the  oil 
country  through  the  Mid-Continent  area;  there  are  several  oil  fields. 
I  had  occasion  a  few  months  ago,  in  the  Mid-Continent  area,  to  stop 
in  Dallas,  and  there  I  was  taken  down  to  Corsicana,  which  is  one  of 
the  older  oil  fields  of  Texas.  In  that  little  town  there  is  one  good- 
sized  plant  which  has  always  specialized  in  oil-field  equipment,  and 
around  that  plant  are  clustered  a  number  of  small  machine  shops, 
just  sort  of  jobbing  shops.  There  you  have  the  beginning  of  a  pool 
in  that  one  large  plant  which  becomes  a  sort  of  mother  plant  to  these 
small  ones.  You  might  extend  the  area  over  which  that  pool  would 
operate  to  the  point  where  you  got  the  diversification  of  tools  which 
enabled  you  to  handle  fairly  complicated  business  in  that  area. 

The  second  point  about  whether  these  pools  should  be  operated  on 
a  voluntary  basis,  is  this :  My  own  feeling  is  that  while  you  must,  of 
course,  rely  on  a  good  deal  of  local  initiative  and  voluntary  effort,  if 
the  pools  are  important  in  defense  then  they  should  be  recognized  as 
such  by  the  Government,  and  I  see  no  reason,  for  example,  why  the 
Kansas  City  pool  idea — and  I  think  we  shall  have  a  demonstration  of 
it,  if  it  is  feasible,  within  a  couple  of  weeks — if  that  seems  like  a  good 
scheme,  shouldn't  be  extended,  and  I  think  the  agency  in  the  Gov- 
ernment responsible  for  defense  production  should  actually  encourage 
the  formation  of  those  pools  along  fairly  standard  lines. 

There  will  be  plenty  of  scope  for  dealing  with  local  problems  and 
giving  free  play  to  individual  initiative,  and  so  forth,  and  I  would 
not  wait  for  those  pools  to  come  into  operation  on  the  basis  of  local 
initiative. 

Senator  Mead.  You  would  encourage  them  ? 

Mr.  Williams.  Absolutely. 

Senator  Mead.  I  presume  that  if  we  set  up  some  program  for  the 
formation  of  these  pools  and  we  had  in  mind  a  unit  of  area,  and  that 
unit  of  area  was  a  unit  in  which  they  would  all  be  directly  concerned — 
you  had  as  a  suggestion  the  San  Francisco  Bay,  where  every  manu» 
f  acturer  was  interested  in  the  development  of  the  bay,  the  transporta- 
tion provided  by  the  bay,  and  with  other  local  attributes  that  made 
that  a  natural  home  for  industry. 

Mr.  Williams.  That  is  it. 

Senator  Mead.  That  would  be  the  attractiveness,  probably,  to  bring 
them  together  and  to  define  the  area.  But  you  would  run  into  other 
conflicts,  the  conflict,  perhaps,  of  the  local  organization  that  is  now 
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there,  the  manufacturers'  association,  or  the  conflict  of  the  large  manu- 
facturer as  against  the  small  manufacturer,  and  various  other  con- 
flicting elements  that  would  prove  derogatory  to  the  formation  of  this 
ideal  cooperative  association.  I  had  in  mind  the  manufacturers  that 
settled  along  the  Mohawk  Valley.  They  are  all  concerned  with  each 
other ;  they  have  a  common  tie  of  transportation  and  locale,  and  I  can 
see  where  such  an  association  would  be  good  not  only  as  a  defense  pro- 
vider, but  as  a  permanent  protector  of  the  individual  small  business 
plants  of  America. 

Mr.  Williams.  I  think  so. 

Senator  Mead.  For  instance,  if  we  could  formulate  such  a  sugges- 
tion as  you  have  offered  in  the  San  Francisco  Bay  area,  or  in  the 
Mohawk  River  area,  if  we  could  overcome  the  present  representative 
set-up  that  takes  care  of  their  public  relations  and  their  legislative 
efforts  and  their  local  needs,  whether  that  be  a  board  of  trade  or 
manufacturers'  association  or  some  other  local  organization  that  they 
have  formed  themselves,  if  we  could  overcome  that  opposition  and 
probably  form  an  association,  requesting  each  of  the  industries  to  make 
a  financial  contribution  to  provide  engineering  and  research  and  sug- 
gestions for  better  business  practices  and  accounting,  strengthening 
their  credit  facilities  and  improving  upon  their  efficiency,  it  would  be  a 
remarkable  contribution  for  the  peacetime  industrial  effort  that  will 
follow  this  defense  effort.  It  probably  would  cause  them  to  survive, 
whereas  without  that  association  they  may  find  it  very  difficult  to  get 
defense  contracts  now  and  to  survive  after  this  defense  period  is  over. 
So  I  can  see  that  it  has  potentialities  for  good.  But  it  must  be  self- 
starting  ;  somebody  in  the  community  must  develop  it,  unless  you  have 
an  agency  of  Government  that  will  encourage  it. 

Mr.  Williams.  The  best  encouragement,  of  course,  would  be  to  take 
some  orders  to  them.  That  is  what  we  might  call  the  organization  of 
demand.  We  organized  supply  in  these  pools,  and  they  came  together 
on  the  basis  of  some  propaganda  which  we  carried  on,  and  then  after 
we  got  them  organized,  I  would  sit  in  my  office  and  wait  for  these  boys 
to  come  in  and  say,  "This  was  a  fine  job  you  did !  We  have  our  pool 
going  and  we  don't  get  any  business."  I  finally  reached  the  point  where 
I  wanted  to  duck  under  the  table  when  any  man  came  in  whom  we 
had  asked  to  organize  the  pool. 

The  Chairman.  You  organized  the  pools  but  didn't  get  any  business  ? 

Mr.  Williams.  Yes;  but  if  we  could  start  in  the  War  and  Navy 
Departments  and  the  Maritime  Commission,  parts  of  engines,  all  sorts 
of  accessories  which  they  have  to  put  into  these  boats,  if  somebody 
from  those  departments  or  an  appropriate  Government  agency  went 
mto  a  place  like  Albany  with  a  bunch  of  blue  prints  and  said,  "Here 
are  a  lot  of  things  which  are  slowing  down  the  completion  of  con- 
tracts because  they  are  critical  items,  and  it  just  happens  these  are  not 
coming  through  in  the  requisite  quantity  to  permit  the  complete 
assembly,"  the  fellows  who  have  no  business,  these  small  plants,  will 
come  together;  if  the  chamber  of  commerce  is  alive,  you  simply  go  to 
them  and  say,  "I  want  you  to  set  up  a  committee  representing  some 
of  your  smaller  plants  that  you  know  need  some  business,  and  make 
sure  it  is  a  competent  technical  committee,  and  let  those  fellows  sit 
down  and  commence  to  study  blue  prints,  and  out  of  that  function  we 
will  develop  a  pool." 
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Senator  Mead.  But  until  such  time  as  a  functioning  agency  inter- 
ested in  the  formation  of  those  associates,  a  cooperative,  as  you  talk 
about,  an  agency  with  authority  is  formed,  your  contribution  along 
the  lines  that  you  have  just  suggested  will  be  nil. 

Mr.  Williams.  Absolutely. 

Senator  Mead.  We  have  an  advisory  organization  now  in  O.  P.  M., 
but  it  is  only  functioning  when  its  advice  is  sought  by  these  three  agen- 
cies that  you  talk  about.  They  don't  seek  to  be  advised;  therefore 
the  agency  doesn't  function.  So  you  have  presented  the  committee 
with  a  fine  idea.  These  cooperative  associations  organized  in  areas 
that  readily  lend  for  such  organization  will  make  a  fine  contribution 
in  wartime  or  in  peacetime.  They  preserve  that  basic  American  ideal 
of  the  little  industry,  a  steeping  stone  for  the  big  industry,  but  they 
won't  get  to  first  base  unless  we  have  a  plan  and  an  agency  back  of 
that  plan  to  see  to  it  that  they  are  given  recognition. 

Mr.  William.  An  agency  which  says  we  have  got  to  have  more  stuff 
than  we  are  getting.  In  the  first  place,  here  are  things  which  we 
need  that  we  are  not  getting.  In  the  second  place,  we  know  that  all 
over  this  country  there  are  thousands  of  small  and  medium-size  plants 
that  not  only  are  not  working  on  defense  but,  because  of  the  sharp 
impact  of  priorities,  are  no  longer  able  to  turn  out  nondef  ense  goods. 
In  other  words,  this  agency  of  government,  while  primarily  concerned 
with  getting  defense  articles,  must  also  have  a  general  national  wel- 
fare point  of  view  in  mind.  But  the  moment  that  agency,  whatever 
it  is,  is  able  to  go  out  to  the  doorsteps  of  these  communities  and  say, 
"We  have  some  things  we  want  made,"  you  will  find  that  the  other 
thing  will  come  just  because  of  self-interest  and  because  of  recogni- 
tion of  the  importance  of  the  emergency.  But  it  must  start  there. 
You  are  quite  right,  Senator. 

Senator  Mead.  I  believe  we  are  making  considerable  progress  but 
not  enough.  The  O.  P.  M.  is  establishing  agencies  all  over  the  United 
States,  and  I  believe  the  little  businessmen  along  with  the  big  business- 
men can  find  information  there  with  reference  to  the  defense-contracts 
program.  I  think  that  we  are  breaking  up  some  of  these  large  con- 
tracts into  smaller  contracts,  espcially  where  they  apply  for  mate- 
rials, although  there  are  a  great  many  of  them  still  requiring  such  a 
huge  amount  of  materials  that  they  scare  away  all  the  little  bidders ; 
whereas,  if  they  were  divided  into  smaller  units,  they  wouldn't  look 
too  big  from  the  standpoint  of  the  little  man,  and  he  would  bid  on  it. 

Then  this  new  method  of  negotiated  bidding  should  be  substituted, 
and  probably  is  being  substituted,  so  that  the  little  man  will  have  an 
opportunity,  and  all  of  the  blueprints  and  engineering  helps  should 
be  easily  accessible  to  the  little  man  all  over  the  country. 

There  are  many  ways  in  which  we  are  making  some  progress,  but 
there  are  many  ways  in  which  progress  could  be  made  which  remain 
untouched.  The  directives  of  the  Secretary  of  War x  are  very  helpful 
in  that  new  machines  will  not  be  given  priority  while  other  machines 
are  idle  in  the  plants  of  the  country.  But  your  idea  of  the  associa- 
tion of  cooperatives  encouraged  by  the  Government,  under  the  guid- 
ance of  some  temporary  agency — O.  P.  M.  or  this  farming-out  com- 
mittee that  you  talk  about — I  think  is  a  notable  development  and 
should  be  adopted. 


1  See  Hearings,  Part  5,  Exhibits  Nos.  68  to  72. 
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Mr.  Williams.  Mr.  Chairman,  may  I  make  just  one  point?  It  is 
curious  how  these  very  important  things — you  get  so  used  to  them  in 
your  own  mind  that  you  forget  them. 

The  Senator  has  just  touched  on  the  point  of  the  directive  of  the 
Secretary  of  War  that  no  new  machines  will  be  provided  as  long  as 
the  work  can  be  done  by  existing  machines.  Now,  we  have  authorized 
very  close  to  a  billion  dollars  of  new  equipment  installation,  and  I 
think  something  like  1,600  plants  in  different  parts  of  the  country  on 
the  5-year  amortization  basis.  In  other  words,  that  is  privately  sup- 
plied capital.  Now,  why  should  a  corporation  subcontract  its  work 
when  the  Government  says,  "Well,  go  ahead.  Increase  your  own 
plant.     We  will  permit  you  to  deduct  that  over  the  next  5  years"  ? 

The  Chairman.  That  is  what  is  happening  to  the  little  fellow  all 
over  the  country.  He  has  been  put  out  of  business  because  of  that  very 
policjr.  That  is  the  question  now.  We  are  making  the  big  fellow 
bigger.    That  is  exactly  what  Mr.  Bentley  said  awhile  ago. 

Mr.  Williams.  Don't  forget  that  the  whole  matter  of  materials  for 
people  like  Mr.  Bentley — that  problem — is  aggravated  by  the  fact  that 
we  now  have  to  use  up  so  much  of  our  raw  materials  for  those  new 
machine  tools.    Of  course,  we  have  to  increase  them. 

The  Chairman.  I  understand  that  one-sixth  of  the  steel  priorities 
for  next  year  is  for  new  steel  construction. 

Mr.  Williams.  I  think  that  one  of  the  best  signs  that  we  are  utiliz- 
ing capacity  in  this  country  would  be  when  the  machine-tool  industry 
stopped  manufacturing  new  machine  tools  and  itself  commenced  to 
manufacture  munitions.  Now,  the  machine-tool  industry  worries  and 
says,  "Well,  what  about  these  backlogs?  We  are  running  out  of  or- 
ders." Well,  as  soon  as  you  run  out  of  orders  making  new  machine 
tools  you  will  go  into  manufacturing  munitions. 

The  Chairman.  Thank  you.  Mr.  Williams.    That  is  all. 

Mr.  Stettinius. 

Will  you  be  sworn,  Mr.  Stettinius?  Do  you  solemnly  swear  to  tell 
the  truth,  the  whole  truth,  and  nothing  but  the  truth  before  this 
committee,  so  help  you  God  ? 

TESTIMONY  OF  EDWARD  R.  STETTINIUS,  JR.,  DIRECTOR  OF  PRI- 
ORITIES, OFFICE  OF  PRODUCTION  MANAGEMENT 

Mr.  Stettinius.  I  do. 

The  Chairman.  Will  you  give  your  full  name  and  connections  to  the 
reporter,  Mr.  Stettinius? 

Mr.  Stettinius.  Edward  R.  Stettinius,  Jr.,  Director  of  Priorities, 
Office  of  Production  Management. 

The  Chairman.  Mr.  Stettinius,  we  are  very  much  interested  in 
priorities,  particularly  as  those  priorities  affect  the  little  manufacturer 
and  the  little  businessman.  We  have  had  a  tremendous  number  of 
complaints  that  those  people  are  going  out  of  business  because  of  the 
fact  that  the  priorities  on  metals,  such  as  copper,  steel,  and  brass,  have 
been  so  arranged  that  they  can't  get  anything  to  carry  on  their  business 
with.  Mr.  Bentley  just  testified  before  this  committee.  He  makes 
machinery  for  crushing  rock  in  the  mines.  He  makes  these  big  jaw 
crushers,  machinery  for  carrying  on  the  operations  that  are  primary 
in  getting  zinc  out  of  the  ground.    He  is  about  to  be  closed  up  because 
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he  can't  get  the  necessary  material  to  make  those  jaw  crushers.  Tell 
us  just  exactly  what  the  situation  is  in  regard  to  priorities  in  regard 
to  these  small  businessmen. 

Mr.  Stettinius.  Now,  Senator,  I  have  prepared  a  brief  statement 
crystallizing  the  whole  matter.    I  think,  with  your  permission 

The  Chairman  (interposing).  Read  the  statement,  and  then  we 
will  talk  to  you  about  it.     Go  ahead  with  your  statement. 

FUNCTIONS  OF  PRIORITIES  DIVISION  OF  OFFICE  OF  PRODUCTION  MANAGEMENT 

Mr.  Stettinius.  As  Director  of  Priorities  in  charge  of  the  Priorities 
Division  of  the  Office  of  Production  Management,  it  is  my  function  to 
establish  and  supervise  priorities  for  the  purpose  of  obtaining  de- 
liveries of  materials  and  equipment  for  the  fulfillment  of  contracts 
and  orders  placed  by  the  armed  services,  other  Government  agencies, 
foreign  governments,  and  for  all  other  defense  requirements. 

The  priorities  system  in  no  way  deals  with  the  question  of  what 
concerns  receive  the  contracts  or  orders,  but  only  with  expediting 
deliveries  by  such  concerns,  and  with  obtaining  a  flow  of  the  necessary 
materials  for  the  purpose  of  fulfilling  such  contracts  or  orders,  after 
the  various  procurement  agencies  determine  with  what  concerns  the 
contracts  or  orders  are  to  be  placed.  The  placement  of  contracts  is 
handled  entirely  by  the  armed  services  and  Government  departments. 
In  the  Office  of  Production  Management,  the  Division  of  Purchases 
has  the  function  of  approving  contracts  of  the  War  Department  and 
Navy  Department,  the  Production  Division  deals  with  production 
problems  under  such  contracts  and  orders,  and  the  Contract  Service 
Section  deals  with  the  problem  of  utilization  of  business  facilities. 

In  further  explanation,  the  functions  of  the  Priorities  Division  do 
not  relate  to  the  utilization  of  small  business  facilities;  it  may  be 
appropriate  to  sketch  very  briefly  the  operation  of  the  priorities 
system. 

The  Priorities  Division  assigns  preference  ratings  to  defense  con- 
tracts and  orders  for  the  end  products  required  by  the  Army  and  Navy 
and  other  Government  agencies,  and  by  others  engaged  in  defense 
work,  to  insure  scheduled  deliveries  of  all  of  the  materials  and  equip- 
ment which  are  required  for  the  production  of  the  end  products  at 
each  stage  of  production  down  to  and  including  the  raw  materials. 
In  other  words,  the  preference  rating  system  operates  from  the  top 
down — from  the  end  products  down  to  the  lowest  raw  materials. 

Those  preference  ratings  are  assigned  to  individual  contracts  by 
the  issuance  of  individual  preference  rating  certificates  and  the  exten- 
sions thereof.  For  these  individual  certificates,  automatic  assign- 
ment and  extension  is  accomplished  for  the  Army  and  Navy  and  other 
Government  contracts  by  authorizing  the  officials  of  the  armed  services 
and  other  agencies  to  countersign  such  certificates  and  their  extensions 
and  issue  them  in  the  field. 

Preference  ratings  are  also  assigned  in  blanket  form  to  entire  com- 
panies or  entire  projects,  and  other  large  areas  when  it  is  determined 
that  such  company,  or  project,  or  area  is  entirely  taken  up  with  defense 
work.  These  blanket  ratings  substitute  one  preference  rating  instru- 
ment for  the  myriads  of  individual  preference  rating  certificates 
which  would  otherwise  have  to  be  processed  with  resulting  excessive 
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administrative  and  clerical  work  by  the  Priorities  Division  and  the 
field  services  and  in  industry. 

In  addition  to  the  preference-rating  system,  the  Priorities  Division 
operates  to  take  control  of  raw  materials  for  the  purpose  of  conserv- 
ing the  supply  and  directing  the  distribution  where  such  materials 
become  scarce  due  to  the  impact  of  the  defense  program.  It  is  neces- 
sary to  exercise  this  direct  control  of  the  use  and  distribution  of  raw 
materials  at  the  bottom  of  the  industrial  structure,  since  the  pref- 
erence-rating system  is  inadequate  to  accomplish  the  necessary  degree 
of  control  of  these  scarce  materials  for  defense  purposes  and  the  more 
necessary  civilian  purposes. 

It  is  apparent  from  the  foregoing  brief  description  of  the  priorities 
system  that  it  deals  with  the  deliveries  of  products  and  materials  and 
equipment  and  their  direction  into  the  defense  program  under  con- 
tracts and  orders  already  placed,  and  its  operation  therefore,  does 
not  deal  with  the  matter  of  utilization  of  business  facilities,  in  defense 
contracting,  large  or  small. 

I  understand,  sir,  that  your  committee  is  interested  in  what  ma- 
chinery exists  to  deal  with  shut-downs  in  industry  resulting  from 
priorities  actions.  Priorities  orders  curtailing  the  use  of  materials 
for  civilian  needs  have  already  to  some  extent,  and  will  to  an  increasing 
extent,  raise  such  problems.  Dr.  Douglas  Brown,  of  Princeton  Uni- 
versity, consultant,  of  the  Division  of  Labor  of  the  Office  of  Produc- 
tion Management,  is  specifically  assigned  the  task  of  carefully  follow- 
ing these  problems.  Dr.  Brown  attends  all  staff  meetings  of  the 
Priorities  Division  and  is  advised  of  all  such  instances  of  expected 
curtailment  or  shut-down,  of  which  the  Priorities  Division  learns  or 
which  it  anticipates. 

I  also  understand,  sir,  that  you  are  interested  in  knowing  what 
advance  notice  is  given  to  other  agencies  of  the  issuance  of  Priorities 
orders  curtailing  the  use  of  materials.  All  orders  which  are  in  prepa- 
ration are  reported  to  the  Priorities  Board  before  issuance ;  the  Board 
meets  weekly  and  those  meetings  are  attended  by  representatives  of  all 
of  the  important  agencies  in  the  defense  program,  including  repre- 
sentatives of  other  divisions  of  the  Office  of  Production  Management. 
As  a  result,  such  agencies  and  other  divisions  have  advance  notice 
of  proposed  priority  actions  of  this  nature  and  are  thereafter  able  to 
keep  in  touch  with  the  progress  of  each  order  until  the  date  of  its 
issuance  and  prepare  for  such  action  in  their  respective  fields  as  they 
may  deem  necessary. 

The  Chairman.  We  have  been  told  by  various  people  in  various 
ways  that  it  is  the  policy  of  the  Priorities  Division  to  set  aside  total 
quantities;  for  instance,  if  the  Bethlehem  Steel  Corporation  has  a 
3-year  contract,  that  you  set  aside  enough  steel  for  that  contract 
immediately,  without  taking  into  consideration  that  somebody  else 
may  need  some  of  that  steel  for  civilian  purposes.  Is  that  the  policy 
of  the  Priorities  Division? 

Mr.  Stettinius.  No,  sir;  that  would  only  be  necessary  when  that 
actual  steel  was  needed  for  processing  into  ship  plates  or  armor  plate 
or  something  of  the  kind.  There  would  be  no  priority  order,  blanket 
order,  or  otherwise,  issued  to  the  Bethlehem  Co.  whereby  they 
could 

The  Chairman  (interposing).  I  am  just  using  that  as  an  example 
on  account  of  the  fact  that  they  had  such  a  big  contract  that  they 
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possibly  could  corner  all  the  steel  in  the  country  if  it  were  carried 
on  on  that  basis. 

Mr.  Stettinius.  There  is  no  such  policy;  no,  sir.  We  ran  into  one 
instance  sometime  ago  of  a  company  demanding  a  large  amount  of 
aluminum  for  the  manufacture  of  furniture  to  go  on  a  battleship.  We 
found  that  that  furniture  wasn't  needed  until  1944,  so  we  sent  that 
aluminum  somewhere  else. 

The  Chairman.  I  think  that  was  good  sense.  Now,  tell  me  what 
Mr.  Brown  does  after  he  gets  all  this  information.  You  say  Mr.  Brown, 
in  the  Labor  Division  of  the  Office  of  Production  Management,  is 
specifically  assigned  to  the  task  of  carefully  following  these  problems. 
After  he  gets  all  this  information,  what  does  he  do  with  it? 

Mr.  Stettinius.  Well.  Mr.  Brown  is  Mr.  Hillman's  deputy,  as  his 
priorities  specialist,  and  I  don't  know  in  detail,  Senator,  what  Mr. 
Brown  does.    I  know  that  he  is  a  very  thorough,  conscientious  person. 

The  Chairman.  Does  he  really  actually  do  anything  to  help  these 
little  fellows  get  some  of  this  stuff  that  they  need  to  keep  from  shutting 
down  ?  We  have  hundreds  of  little  factories  all  over  this  country  that 
are  going  to  shut  down  on  account  of  priorities.  One  of  them  testified 
before  us  this  morning,  and  he  is  making  a  product  absolutely  essential 
to  the  mining  of  zinc.  He  is  just  one  instance.  What  effort  has  been 
made  to  meet  that  situation  and  keep  these  little  fellows  operating? 
That  means  people  out  of  employment.  That  means  cutting  off  the 
zinc  supply,  which  is  already  short. 

Mr.  Stettinius.  That  is  right. 

The  Chairman.  What  effort  is  being  made  to  meet  that  situation  ? 

Mr.  Stettinius.  In  the  case  of  the  zinc  situation,  sir 

The  Chairman  (interposing).  That  is  just  one  instance. 

Mr.  Stettinius.  If  that  gentleman  should  bring  his  case  in  to  us,  he 
would  immediately  be  given  a  certificate  by  me  high  enough  for  him 
to  get  his  equipment  or  his  material  to  keep  in  the  production  of  zinc. 
I  mean  that  is  my  responsibility  to  see  that  he  is 

The  Chairman  (interposing).  He  makes  machinery  that  is  used  in 
the  operation  in  mining  zinc.  He  is  not  directly  in  the  zinc-mining 
business. 

Mr.  Stettinius.  All  right,  sir;  that  would  be  a  direct  defense  mat- 
ter, and  the  machinery  exists  for  him  to  be  given  whatever  priority 
certificate  necessary  for  him  to  get  to  manufacture  the  machinery  and 
get  the  materials  to  manufacture  the  machinery  to  serve  the  zinc  mines. 

The  Chairman.  Is  any  thought  being  given  to  the  continuation  of 
these  little  fellows  in  business  b}^  perhaps  stretching  the  priorities  a 
little  bit  beyond  the  actual  defense  needs,  where  it  can  be  done,  so  that 
they  can  continue  in  business?  What  are  we  going  to  do  with  these 
people  ? 

Mr.  Stettinius.  Senator,  as  you  know,  sir,  there  is  a  relation  be- 
tween O.  P.  M.  and  O.  P.  A.  C.  S. 

The  Chairman.  Yes ;  I  don't  know  what  it  is,  but  I  know  there  must 
be  some  relation. 

Mr.  Stettinius.  Well,  O.  P.  A.  C.  S.  has  jurisdiction  over  civilian 
supply. 

The  Chairman.  I  see. 

Mr.  Stettinius.  Frankly,  I  think  before  the  priorities  system  can 
function  satisfactorily  to  meet  the  kind  of  situation  you  have  in  mind- 
that  relationship  must  be  clarified. 
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The  Chairman.  In  other  words,  you  have  got  to  have  somebody  to 
say  yes  or  no  for  both  of  these  organizations  before  you  can  really  get 
them  to  function.    Is  that  the  truth  ? 

Mr.  Stettinius.  Yes,  sir. 

Senator  Mead.  I  was  very  much  interested  in  a  set-up  that  would 
keep  a  record  of  the  effects  of  priority  orders,  an  agency  that  would 
list  speedily  all  of  the  damage  to  our  industrial  set-up  that  takes 
place  as  this  wartime  program  progresses.  I  am  wondering  if  there 
is  such  an  agency  that  is  notified  immediately  of  a  shut-down  of  any 
industry  and  if  there  is  a  record  kept  of  that  shut-down  and  of  accu- 
mulated shut-downs. 

Mr.  Stettinius.  The  Division  of  Research  and  Statistics  of 
O.  P.  M. — I  think  this  should  be  off  the  record  if  I  could,  sir. 

The  Chairman.  This  is  off  the  record. 

(Mr.  Stettinius  made  a  short  off-the-recordvstatement.) 

Senator  Mead.  And  then  after  we  have  the  information  as  to  the 
close-down  of  the  industry,  whether  it  is  gathered  by  the  Census  or 
your  organization  through  your  field  representatives — I  mean  the 
representatives  of  O.  P.  M. — there  should  immediately  follow  an  inves- 
tigation of  that  industry  and  the  economic  and  social  effect  in  the 
community. 

Mr.  Stettinius.  That  is  correct,  sir. 

Senator  Mead.  And  that  should  be  brought  to  the  attention  of  the 
authority  in  particular  charge.  I  think  it  should  be  presented  at 
regular  intervals — this  decay  or  deterioration  which  is  setting  in — 
to  O.  P.  M.  and  to  the  three  big  contracting  agencies  of  the  Govern- 
ment— the  Army,  the  Navy,  and  the  Maritime  Commission.  Unless 
we  have  a  full  knowledge  of  this  information  and  unless  we  are  con- 
cerned with  its  destructive  effects,  we  won't  be  able  to  remedy  it. 

Mr.  Stettinius.  That  is  correct,  sir. 

Senator  Mead,  So  it  seems  to  me  it  is  just  as  important  to  have 
someone  to  find  out  what  those  priorities  really  do,  what  effect  they 
have,  as  it  is  to  have  someone  to  issue  priorities. 

Mr.  Stettinius.  Correct,  sir,  and  our  Bureau  of  Research  and 
Statistics  are  organizing  to  have  available  all  the  answers  to  any  of 
the  questions  that  might  be  raised  in  that  respect.  That  is  something 
Ave  have  anticipated  and  arranged  for. 

Senator  Mead.  Within  a  very  short  period  of  time,  we  can  assume, 
perhaps  the  furniture  industries  of  Grand  Rapids,  Mich. ;  Jamestown, 
N.  Y. ;  and  Rocky  Mount,  N.  C,  will  close  down,  and  they  will  imme- 
diately bring  that  matter  to  the  attention  of  their  representatives  in 
the  Congress,  and  they  will  be  joined  by  industries  all  over  the  United 
States  in  other  nondefense  categories.  Suddenly  a  huge  problem  will 
present  itself  to  the  lawmaking  body  of  the  Nation,  and  they  will 
immediately  want  to  find  out  what  O.  P.  M.  has  done  about  it,  what 
the  War  and  the  Navy  Departments  have  done,  and  what  responsi- 
bilities rest  with  these  agencies  in  the  development  of  this  uneconomic 
deterioration.  So  it  seems  to  me  that  you  would  be  well  fortified  and 
O.  P.  M.  would  be  well  fortified  if  they  had  an  instant  report  of  the 
ill  effects  of  priority  orders,  if  they  made  a  study  of  the  effect  and 
recommended  remedies  for  those  effects,  because  the  time  is  close  at 
hand  when  I  think  we  are  going  to  hit  this  crisis  head  on. 


INVESTIGATION  OF  THE  NATIONAL  DEFENSE  PROGRAM      1601 

Mr.  Stettinius.  Yes,  sir. 

Senator  Mead.  And  we  have  so  reduced  W.  P.  A.  and  other  relief 
agencies  that  we  find,  in  this  spotty  economy  of  ours,  poverty  in  one 
community  and  no  relief  and  prosperity  in  another  community  and 
a  shortage  of  labor. 

Mr.  Stettinius.  That  is  right,  but,  Senator  Mead,  I  think  it  should 
be  thoroughly  recognized  by  Senator  Truman  and  yourself  that  our 
relationship  with  O.  P.  A.  C.  S.,  insofar  as  the  civilian  life  of  the 
Nation  is  concerned,  we  are  charged  with  the  responsibility  of  the 
flow  of  materials  for  defense;  Leon  Henderson  is  charged  with  the 
responsibility  of  the  allocation  of  materials  for  civilian  supply. 

The  Chairman.  We  are  going  to  have  him  tell  us  about  it  tomorrow. 

Mr.  Stettinius.  I  see. 

Senator  Mead.  I  think  that  both  of  you  men  and  others  are  doing 
a  patriotic  work,  but  I  think  that  it  is  your  responsibility  and  mine, 
as  well  as  everyone  else  concerned  with  this  task,  to  see  to  it  that  when 
we  run  into  this  emergency,  we  run  into  it  with  all  the  knowledge  that 
can  be  gained,  with  all  the  remedies  that  can  be  put  forth,  and  it  looks 
as  though  we  are  going  to  run  into  it. 

Mr.  Stettinius.  That  is  entirely  correct,  sir. 

Senator  Mead.  We  want  to  prepare  for  it.  I  hope,  therefore,  that 
as  diligently  as  possible,  your  agency  plead  for  the  cooperation  of  the 
other  agencies  that  have  to  do  with  this  problem,  recommending  reme- 
dies such  as  the  spreading  of  defense  orders,  recommending  remedies 
that  will  probably  provide  adequate  materials  in  some  categories  that 
will  keep  these  nonessential  or  nondefense  industries  in  operation,  at 
least  to  a  degree  that  will  keep  their  organizations  going. 

Mr.  Stettinius.  Right. 

Senator  Mead.  And  prevent  prostration  of  industry  in  a  given 
community. 

Mr.  Stettinius.  I  agree  entirely,  Senator  Mead. 

Senator  Mead.  I  haven't  anything  more. 

Mr.  Fulton.  Mr.  Stettinius,  did  I  understand  that  your  Division 
relates  only  to  priorities  and  that  you  do  not,  as  such,  consider  the 
effects  on  production  of  the  smaller  businesses,  that  being  a  functior 
of  the  Production  Division  ? 

Mr.  Stettinius.  We  consider  it,  Mr.  Fulton,  in  issuing  the  priority 
orders,  wherever  possible,  but,  as  I  said,  our  responsibility  relates 
primarily  to  the  flow  of  materials  for  the  defense  contract,  so  that 
once  the  contract  is  let  by  the  Army,  Navy,  or  the  Maritime  Commis- 
sion, and  cleared  by  the  Production  and  Procurement  of  O.  P.  M.,  it 
then  becomes  our  responsibility  to  see  that  the  materials  flow  in  order 
that  that  item  or  items  may  be  manufactured.  So  I  really  feel  that 
the  concern  should  be  given  for  the  placing  of  the  contract  before  it 
reaches.  Of  course,  we  are  very  careful  not  to  do  anything  in  priori- 
ties procedure  to  hurt  small  business  in  any  way.  Even  recently  we 
have  been  putting  in  some  of  our  orders  with  reference  to  the  fact 
that  where  a  very  small  amount  of  material  is  required,  those  very 
tiny,  small,  insignificant  amounts  of  material  could  flow  to  a  small 
business  without  going  through  the  red  tape  of  priorities  procedure; 
such,  we  will  say,  as  200  pounds  of  copper,  for  example,  for  a  little 
fellow  who  has  a  shop  of  10  men,  trying  to  simplify  the  system.  But 
before  the  matter  gets  to  us,  the  contractor  has  been  selected,  you  see. 
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Mr.  Fulton.  But  the  question  of  replacing  business  lost  by  reason 
of  shortages  of  materials  is  what,  I  take  it,  would,  be  one  for  the 
Production  Division  rather  than  the  Priorities. 

Mr.  Stettinitts.  Yes. 

Mr.  Fulton.  Is  there  any  correlation  between  the  two? 

Mr.  Stettinius.  Oh,  yes. 

Mr.  Fulton.  Is  there  any  organized  effort  between  the  two  divi- 
sions ? 

Mr.  Stettinius.  Very,  very  close.  We  have  a  close  liaison  relation- 
ship. Mr.  Biggers  is  a  member  of  the  Priorities  Board,  and  he  attends 
the  Priorities  Board  meetings  and  is  very  thoroughly  familiar  with 
the  entire  priorities  procedure  as  Mr.  Donald  Nelson  and  I,  in  turn, 
are  with  their  procedure.  There  is  a  very,  very  close  liaison  relation- 
ship between  the  three  divisions. 

Mr.  Fulton.  Is  there  any  study  made  by  which  you  could  tell  us 
what  the  result  of  this  is  in  terms  of  already  existing  nonemployment 
of  small  organized  businesses  which  have  lost  materials? 

Mr.  Stettinius.  The  basic  data  isn't  at  hand,  Mr.  Fulton.  We  have 
been  terribly  handicapped  because  of  lack  of  personnel  and  lack  of 
space. 

Mr.  Fulton.  For  example,  copper  is  one  of  the  short  materials. 
Can  you  tell  us  the  types  of  businesses  that  need  copper  that  are  not 
now  getting  it  ? 

Mr.  Stettinius.  Yes. 

Mr.  Fulton.  What  are  some  of  those  companies,  for  example? 

Mr.  Stettinius.  The  automobile  industry  have  been  asked  to  reduce 
copper;  the  radio  industry,  electrical  refrigeration,  general  electrical 
household  apparatus,  all  have  been  asked,  and  in  some  instances  have 
been  denied.  It  has  not  been  possible  to  allow  the  flow  of  copper  to 
the  building  industry  in  as  large  quantities  as  before. 

Mr.  Fulton.  For  example,  if  we  shut  off  the  copper  that  goes  to 
hardware  manufacture,  what  kind  of  steps  are  taken,  so  far  as  you 
know  them,  to  see  to  it  that  he  is  given  some  other  business,  if  there 
is  any  that  he  can  do. 

Mr.  Stettinius.  Well,  before  any  priority  action  is  taken,  Mr.  Ful- 
ton, of  course,  the  industry  is  consulted.  All  representatives  of  the 
industry — big,  small,  or  medium-sized  companies — are  represented, 
and  all  those  matters  are  threshed  out  with  the  industry  before  action 
is  taken. 

Mr.  Fulton.  I  mean  does  that  mean  that  your  Division  discusses 
with  that  industry  the  business  that  it  can  do  and  substitutes  ? 

Mr.  Stettinius.  And  the  effects  of  the  proposed  priority  action. 
For  example,  when  we  discuss  with  the  copper  industry,  the  construc- 
tion man  might  speak  up  and  say  he  isn't  going  to  be  able  to  fill  copper 
orders  for  defense  housing  where  copper  is  essential.  That  has  to  be 
taken  into  account.  Every  possible  shading  and  color  of  the  matter 
is  considered  during  the  drafting  of  the  priority  order. 

Mr.  Fulton.  But  I  meant  the  question  of  trying  to  substitute  for 
him  some  other  business.     Is  that,  too,  considered  ? 

Mr.  Stettinius.  No;  that  will  be  referred  to  us  by,  say,  through 
the  Priority  Board  procedure,  Mr.  Nelson  is  really  the  one  chiefly 
concerned  in  that.  He  is  notified  and  goes  on  record  as  early  as  possi- 
ble of  the  action  proposed  and  the  effect  of  that  action. 
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Mr.  Fulton.  Yes.    Well,  he  is  Director  of  Purchases. 

Mr.  Stettinius.  That  is  right. 

Mr.  Fulton.  What  I  was  talking  about  was  how  this  particular 
manufacturer  who  would  no  longer  be  able  to  get  copper,  say,  to  make 
hardware,  would  be  given  any  consideration  as  to  giving  him  another 
contract  to  make  something  he  can  make  and  keep  his  plant  open. 

Mr.  Stettinius.  Donald  Nelson  is  the  liaison  officer  between  O.  P.  M. 
and  the  Army  and  the  Navy  on  the  placing  of  their  contracts.  He 
would  advise  the  Army  and  the  Navy  of  such  an  operator  who  was 
going  to  have  to  shut  down  because  of  lack  of  copper. 

Mr.  Fulton.  So  you  do  make  lists  of  the  companies  that  will  have 
to  shut  down  ? 

Mr.  Stettinius.  Yes,  sir ;  that  is  part  of  the  system. 

Mr.  Fulton.  The  prediction  has  been  made  by  Mr.  Browning,  for- 
merly, I  think,  connected  with  the  O.  P.  M.,  that  within  a  few  months 
there  would  be  at  lest  5,000  establishments  that  would  shut  down  for 
lack  of  materials.    Would  you  consider  that  a  fair  statement? 

Mr.  Stettinius.  Within  how  many  months  ? 

Mr.  Fulton.  Within  a  very  few  months. 

Mr.  Stettinius.  Well,  Mr.  Fulton,  I  think  that  is  speculating. 

Mr.  Fulton.  I  think  he  said  6  months. 

Mr.  Stettinius.  Off  the  record,  if  we  have  the  bottoms  to  move  the 
copper — 500  tons  of  Chile  copper — and  if  our  domestic  production 
comes  in,  we  aren't  going  to  have  any  great  crisis  in  copper  in  the  next 
few  months.  If  we  don't  have  the  bottoms  to  bring  in  that  copper,  we 
will  have  a  crisis  in  90  days.  You  can  relate  this  whole  thing  back  to 
bottoms — any  item  of  these  materials  that  you  discuss  with  me.  If  it  is 
steel,  you  have  to  talk  manganese,  and  manganese  has  to  come  across 
the  water.  If  you  talk  of  aluminum,  the  bauxite  has  to  come  from. 
British  and  Dutch  Guiana. 

I  would  say,  though,  as  a  general  thing,  the  way  the  situation  looks 
to  us  now,  that  because  of  the  shortage  of  minerals  and  metals  many,, 
many  industries  are  going  to  have  to  either  find  new  business,  develop 
substitutes,  or  close  down. 

Mr.  Fulton.  We  have  already,  as  I  understood  you,  had  a  number 
of  them  that,  by  reason  of  materials,  are  shut  down,  and  I  wondered  if 
you  are  following  those.    How  many  have  already  shut  down? 

Mr.  Stettinius.  We  have  that  information,  Mr.  Fulton. 

Mr.  Fulton.  Would  it  run  into  hundreds  or  thousands,  or  what  ? 

Mr.  Stettinius.  I  would  say  in  the  hundreds.  Of  course,  many  of 
those  are  very  small.  I  am  not  even  sure  of  that.  I  can  have  that  made 
available,  and  the  kind  of  commodities. 

Mr.  Fulton.  And  then,  with  respect  to  the  Under  Secretary  of  War's 
statement  that  we  are  at  present  proceeding  at  about  15  percent  of 
capacity  1 — that  is,  15  percent  of  our  production  is  being  made  avail- 
able for  defense,  and  with  the  expectancy  that  we  all  have  of  increas- 
ing that  to  25  or  30  more  percent — wouldn't  that  have  an  increasing 
effect  on  these  shortages  ? 

Mr.  Stettinius.  Yes ;  definitely  so,  sir. 

Mr.  Fulton.  And  where  we  have  hundreds  now  it  would  be  thou- 
sands and  perhaps  tens  of  thousands  of  plants  at  a  later  date  ? 

Mr.  Stettinius.  Possibly,  depending  upon  the  shortages  and  the 
duration  of  the  effort. 


1  See  supra,  p.  1516. 
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Mr.  Fulton.  And  as  I  understood  you,  you  thought  there  should  be  a 
coordination  or  a  clarification,  I  believe  you  said,  between  O.  P.  A.  C.  S. 
and  the  O.  P.  M.  as  to  just  who  has  what  functions  in  this  connection? 

Mr.  Stettinius.  Particularly  in  the  field  of  indirect  defense — us  on 
defense,  Mr.  Henderson  on  civilian  supply.  If  a  power  plant  breaks 
down  out  in  St.  Louis,  is  that  defense  or  is  that  civilian  supply? 

The  Chairman.  You  have  got  to  have  somebody  to  say  yes  or  no 
on  that.     Isn't  that  correct  ? 

Mr.  Stettinius.  Yes. 

The  Chairman.  Can't  the  President  do  that  ? 

Mr.  Stettinius.  I  think  so.     I  am  sure  he  will. 

Mr.  Fulton.  In  that  connection  you  mean  that  you  need  some- 
thing more  than  a  liaison  man.  You  need  one  method  of  determining 
just  whose  problem  it  is,  and  then  that  person  to  determine  the  fact 
as  to  how  it  is  to  be  handled. 

Mr.  Stettinius.  Well,  I  think  you  need  a  very  clear  definition  of 
defense,  a  clear  definition  of  civilian  supply,  and  a  clear  definition  of 
indirect  defense. 

Mr.  Fulton.  Does  that  mean  that  in  the  absence  of  those  defini- 
tions, and  even  with  this  liaison  organization  that  you  have  spoken 
of,  where  various  people  at  least  keep  track  of  what  is  going  on,  we 
haven't  any  present  means  of  solving  this  particular  problem? 

Mr.  Stettinius.  Oh,  no ;  we  are  getting  at  the  problem.  It  is  being 
dealt  with. 

Mr.  Fulton.  You  mean,  then,  that  we  may  expect  lesser  numbers 
of  these  companies  to  be  short  of  materials  ? 

Mr.  Stettinius.  Well,  Mr.  Fulton,  it  entirely  depends  upon  the 
duration,  as  to  the  effect  of  the  sinkings,  and  the  appropriations  ahead. 
I  don't  think  anyone  could  really  forecast  with  any  degree  of  accuracy 
the  effect  on  these  hundreds  and  tens  of  thousands  of  small  companies, 
because  it  depends  on  some  varying  factors. 

I  can  see  a  tremendous  readjustment  to  our  whole  civilian  supply, 
and  many  of  these  companies  will  have  just  to  turn  to  a  new  effort, 
because  they  won't  have  the  nickel  and  the  zinc  and  the  copper  and 
these  metals  to  manufacture. 

Mr.  Fulton.  Even  if  we  don't  have  increased  sinkings,  won't  the 
increased  percentage  of  the  total  American  production  used  for 
defense  automatically  make  these  problems  more  acute  than  they  are 
today? 

Mr.  Stettinius.  They  will  be  more  acute  than  they  are  today. 

Mr.  Fulton.  So  that  if  it  is  necessary  to  have  priorities  today,  it 
will  be  increasingly  necessary  to  have  even  more  severe  ones,  then, 
whether  we  have  more  sinkings  or  not. 

Mr.  Stettinius.  That  is  right. 

Mr.  Fulton.  And  it  would  be  almost  certain  that  many  of  these 
establishments  would  have  to  stop  business,  would  it  not  ? 

Mr.  Stettinius.  Or  find  substitutes. 

Mr.  Fulton.  How  could  they  find  substitutes  ? 

Mr.  Stettinius.  Oh,  very  well.  They  are  doing  it  constantly.  The 
automobile  business  has  engineered  60  percent  of  the  nickel  out  of 
their  forthcoming  models.  They  have  engineered  all  of  their  alumi- 
num out. 


INVESTIGATION  OF  THE  NATIONAL  DEFENSE  PROGRAM      1605 

Mr.  Fulton.  In  some  cases  you  can  have  a  complete  substitution, 
but  I  understood,  even  with  respect  to  aluminum  which  they  can  get 
along  without,  that  it  meant  they  had  to  have  new  machine  tools  and 
new  dies  and  designs,  which  caused  a  further  drain  which  the  hard- 
pressed  industry  had  to  supply. 

Mr.  Stettinius.  I  am  a  great  believer  in  the  ingenuity  and  resource- 
fulness of  the  American  industrial  laboratory.  If  we  have  to  make 
an  ice  box  with  a  plastic  door,  we  can  do  it,  and  we  don't  have  to  have 
aluminum  or  rubber  trays  in  that  ice  box,  either.  We  can  have  some 
other  material. 

Mr.  Fulton.  But  if  we  are  not  quite  capable  of  setting  up  an  all- 
seeing  plan  in  the  beginning,  doesn't  it  make  that  plan  all  the  more 
difficult  when  we  begin  to  have  substitutions  ? 

Mr.  Stettinius.  Surely. 

Mr.  Fulton.  In  other  words,  the  plan  gets  more  difficult  as  we  go 
along. 

Mr.  Stettinius.  Surely.    It  is  bound  to. 

Mr.  Fulton.  Do  we  have  an  organization  today  that  can  really  cope 
with  that  kind  of  problem  ? 

Mr.  Stettinius.  That  is  as  to  the  planning  ? 

Mr.  Fulton.  Yes ;  to  plan  the  detailed  changes  that  will  have  to  take 
place  where  you  have  a  hundred  thousand  different  establishments 
changing  their  relationships  with  each  other  and  with  their  suppliers 
of  materials  and  with  their  customers  by  reason  of  shortages  and  sub- 
stitutions priorities.  That  seems  to  be  almost  something  which  God 
Almighty  might  have  difficulty  with. 

Mr.  Stettinius.  That  is  out  of  my  field,  but  my  impressions  are  that 
Mr.  Leon  Henderson  is  building  up  a  very  large  staff  of  competent 
people  to  study  these  very  matters  as  they  affect  the  civilian  economy. 
Certainly  Mr.  "Biggers  and  his  organization  are  building  up  a  very  fine 
and  adequate  staff  as  far  as  the  defense  industries  of  the  country  are 
concerned. 

The  Chairman.  We  appreciate  that,  Mr.  Stettinius.  Thank  you 
very  much. 

Senator  Mead.  Mr.  Stettinius,  if  I  may  make  a  suggestion,  hang  out 
a  sign  and  tell  them  that  you  will  give  no  more  priorities  for  machines 
or  equipment  unless  they  can  prove  that  the  work  cannot  be  done  by 
subcontracting,  and  then  we  will  spread  this  about  as  far  as  we  can. 

Mr.  Stettinius.  Thank  you,  Senator. 

The  Chairman.  Mr.  Biggers. 

Do  you  solemnly  swear  to  tell  the  truth,  the  whole  truth,  and  nothing 
but  the  truth  before  this  committee,  so  help  you  God  ? 

TESTIMONY  OF  JOHN  D.  BIGGERS,  DIRECTOR,  PRODUCTION  DIVI- 
SION, OFFICE  OF  PRODUCTION  MANAGEMENT 

Mr.  Biggers.  I  do. 

The  Chairman.  I  owe  you  an  apology,  sir.  I  expected  to  put  you  on 
at  a  quarter  to  12  o'clock,  and,  as  usual,  our  committee  got  behind  with 
this  work,  and  here  we  are.  I  hope  it  won't  inconvenience  you  too 
much. 

Mr.  Biggers.  I  know  that  those  things  are  not  always  controllable. 
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NEED  FOR   PROTECTION   OF  SMALL  BUSINESS  THROUGH   SUBCONTRACTING  OR 

POOLING 

The  Chairman.  Mr.  Biggers,  you  have  heard  some  of  the  testimony 
since  you  have  been  here.  We  are  particularly  interested  in  the  wel- 
fare of  the  small  businessman  and  the  small  manufacturer.  I  under- 
stand that  your  organization  has  set  up  a  farming-out  committee.  We ' 
are  particularly  interested  in  what  that  farming-out  committee  is 
doing  practically  and  how  much  of  it  is  really  being  done.  If  you 
have  any  prepared  statement  that  you  want  to  make  to  this  committee 
along  the  lines  of  the  questions  which  we  sent  you,  we  would  be  very 
pleased  to  have  it  now. 

Mr.  Biggers.  Well,  Mr.  Chairman,  I  did  not  bring  a  prepared  state- 
ment because  I  thought  you  wanted  me  to  answer  your  questions  and 
give  you  the  information  that  you  were  seeking.  I  made  a  few  notes 
as  I  listened  to  your  questioning  of  other  witnesses,  and  I  think  per- 
haps I  can  answer  a  few  of  the  questions  that  were  asked  others,  because 
they  more  specifically  concern  my  responsibilities,  so  if  I  may  start 
there 

The  Chairman.  Proceed. 

Mr.  Biggers.  In  the  first  place,  this  problem  of  spreading  the  op- 
portunity and  the  load  of  defense  work  has  been  a  prime  concern  of 
the  civilian  defense  organization  right  from  the  very  start.  In 
the  days  of  the  Defense  Commission,  we  were  quickly  conscious  of  the 
fact  that  the  pressure  of  urgency  led  the  military  services  in  a  logical 
way  to  place  contracts  with  the  sources  that  they  knew,  the  sources 
that  were  proven  and  experienced.  That  seemed  logical  from  their 
standpoint  and  from  the  standpoint  of  getting  what  you  wanted  and 
getting  it  quickly.  But  it  was  evident  that  that  was  leading  to  dan- 
gerous concentrations,  so  we  started  in,  and  the  first  effort  was  what 
was  called  the  small  business  organization.  That  was  organized 
under  Mr.  Donald  Nelson,  and  considerable  progress  was  made  in 
splitting  up  contracts  for  the  products  that  are  closely  akin  to  items 
of  civilian  production,  such  as  uniforms  and  beds  and  refrigerators 
and  items  of  that  kind — blankets.  They  can  be  subdivided  rather 
easily  so  that  a  number  of  companies  can  participate  in  the  bid  and 
participate  in  the  award. 

But  it  became  evident  that  the  real,  basic  problem  was  in  these 
specialized  items  of  defense  which  are  highly  technical,  and  that  the 
problem  was,  therefore,  more  one  of  subcontracting  than  of  subdi- 
vision of  prime  contracts.  After  the  organization  of  O.  P.  M.,  that 
responsibility  was  therefore  assigned  to  our  Division,  Production 
and  we  took  their  personnel,  their  organization,  and  converted  it  into 
what  is  known  as  the  Defense  Contract  Service,  which  is  a  good  deal 
more  than  a  committee.  We  now  have  395  people,  trained  person- 
nel— a  few  in  the  headquarters  here  in  Washington,  most  of  them  in 
the  36  district  offices  scattered  throughout  the  United  States — and 
these  people  are  rendering  an  increasingly  valuable  service  to  the 
military  organizations  and  to  the  small  contractor  who  is  trying  to 
find  a  place  for  himself  and  his  facilities  and  his  labor  in  this  program. 

You  must  realize  that  the  process  of  subcontracting  goes  on  as  a 
normal  factor  in  any  business  of  this  kind.  The  Army-Navy  Muni- 
tions Board  figures,  from  their  records,  that  approximately  18,000 
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prime  contracts  have  been  awarded  and  that  they  have  resulted  in 
366,000  subcontracts. 

The  Chairman.  The  difficulty  of  that  situation,  though,  is  that  the 
prime  contractor  in  most  of  these  contracts  is  guaranteed  his  profit; 
that  is,  he  is  safe,  he  knows  he  is  safe.  Then  he  proceeds  to  let  these 
subcontracts  on  bids.  Under  ordinary  peacetime  situations,  contracts 
on  bids  are  best  from  the  public  standpoint,  but  under  these  present 
conditions  we  have  been  letting  the  contracts  on  a  cost-plus  basis. 
Yet  the  subcontractor  has  been  at  a  disadvantage  of  having  to  bid  on 
these  in  competition  with  his  other  people,  and  in  most  cases  prices  have 
not  been  protected  in  any  way,  and  he  has  usually  bid  himself  out  of 
business  instead  of  bidding  himself  a  contract.  What  we  are  par- 
ticularly interested  in  is  what  is  being  done  to  keep  that  little  fellow 
from  going  out  of  business?  What  is  being  done  to  keep  the  big 
fellow  from  getting  bigger,  still  keeping  the  little  fellow  in  business  so 
that  he  will  be  there  to  work  after  this  thing  is  over  ? 

Mr.  Biggers.  I  was  just  coming  to  that  point,  sir,  and  I  will  try 
to  develop  it,  if  I  may. 

The  Chairman.  I  would  appreciate  it  if  you  would. 

Mr.  Biggers.  The  problem  is  very  much  as  you  state  it.  These 
people  don't  bid  themselves  out  of  business  in  the  majority  of  cases 
by  a  long  way.    They  have  that  problem 

The  Chairman.  But  they  don't  get  the  contract  because  they  can't 
get  the  materials  without  the  prices  going  up. 

Mr.  Biggers.  They  have  the  problem  of  bidding  for  their  place  in 
the  opportunity,  their  place  in  the  defense  program,  and  it  is  a  difficult 
one. 

Now,  as  I  say,  there  has  been  a  normal  evolution  there,  but  this  field 
organization  has  done  a  great  deal  in  its  short  life  to  acquaint — I  won't 
say  the  subcontractor — the  small  company  with  the  items  that  the 
Government  requires  and  with  the  specifications  and  prints  pertaining 
to  them  and  the  possibility  of  figuring  on  this  or  that.  They  have 
brought  a  great  many  of  those  people  into  direct  relationship  and  an 
increasing  number  into  subcontr actual  relationship.  There  were  in 
the  month  of  June  alone  $38,401,000  of  contracts  negotiated  in  these 
district  offices  between  parties  that  hadn't  been  able  to  find  their 
place  through  the  normal  processes  of  direct  contact  with  the  military 
services  or  with  the  prime  contractor. 

Now,  the  question  of  helping  those  people,  those  smaller  companies, 
to  become  prime  contractors  capable  of  giving  to  the  military  services 
the  guarantees  that  they  require  of  speed  and  of  quality  is  a  very  diffi- 
cult one. 

The  Chairman.  Has  any  effort  been  made  to  utilize  this  pooling 
proposition  that  Mr.  Williams  was  talking  about  awhile  ago? 

Mr.  Biggers.  As  Senator  Mead  said,  in  most  of  those  cases  the  Army 
and  Navy  insist,  with  some  justification,  upon  a  responsible  bidder  or 
responsible  leadership,  and  I  think  that  it  can  be  found  in  a  cooperative 
way  between  a  group  of  this  kind.  There  is  one  small  group  in  the 
Shenandoah  Valley,  and  there  is  one  more  important  situation  recently 
worked  out  in  the  Springfield,  Mass.,  area,  where  a  group  of  contractors 
banded  together  to  exchange  information  as  to  their  facilities  and 
figured  out  what  part  they  could  take  in  a  certain  operation  or  a 
certain  contract.    Then,  in  the  case  of  the  Massachusetts  instance,  one 
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of  those  companies  took  the  contract  and  the  contractual  responsibility 
to  the  Government  so  they  could  look  to  one  man  and  hold  him  respon- 
sible, and  the  other  people  allied  with  him  for  the  completion  of  the 
job,  apparently  to  their  mutual  satisfaction. 

Mr.  Knudsen  feels  very  strongly,  and  I  think  we  all  agree,  as  Senator 
Mead  said  in  speaking  of  the  Mohawk  Valley,  you  have  got  to  have 
leadership,  and  you  can  fin cT leadership.  In  every  community  there  is 
some  leadership. 

The  Chairman.  I  think  that  the  leadership  would  appear  if  the 
opportunity  were  given  to  these  people  to  have  cause  for  leadership. 
Unless  they  get  some  business,  there  is  no  reason  for  their  going  on. 

Mr.  Biggers.  Well,  sir,  I  would  say  that  in  large  measure,  the  effort 
has  to  come  from  them  to  the  Government,  as  well  as  from  the  Govern- 
ment to  them.  The  people  with  initiative  and  energy  and  vision  have 
worked  out,  or  will  work  out,  their  own  salvation.  We  have  to  help 
others,  but  we  can't  help  them  unless  they  try  to  help  themselves. 

The  Chairman.  It  may  be  too  late  to  save  them  after  they  are  all 
broke  and  gone  out  of  business  and  after  we  have  collected  their  ma- 
chine tools  in  industrial  centers  in  the  hands  of  these  big  fellows. 

Mr.  Biggers.  I  am  just  sure  it  is  not  going  to  any  such  point  as  that. 
For  example,  we  had  this  problem  of  industries  facing  a  shut-down 
by  reason  of  lack  of  materials,  the  one  you  were  speaking  to  Mr. 
Stettinius  about,  and  you  asked  about  the  activities  of  Professor  Brown 
and  the  committee  working  with  him.  That  is  a  comparatively  recent 
study  because  this  problem  has  become  acute  very  recently. 

The  Chairman.  It  surely  has.  If  you  should  see  my  correspondence, 
you  would  think  that  every  little  businessman  in  the  country  is  going 
cut  of  business. 

Mr.  Biggers.  Professor  Brown  has  associated  with  him  competent 
and  practical  men  from  other  divisions  of  the  O.  P.  M.,  who  are  work- 
ing out  a  series  of  recommendations  very  much  along  the  lines  that  you 
indicated,  to  try  and  find  ways  of  getting  at  least  educational  orders 
or  work  opportunities  to  some  of  these  small  companies  and  some  of 
these  small  groups,  whether  you  call  them  pools  or  whether  you  call 
them  associations  or  what  not. 

The  Chairman.  It  doesn't  make  any  difference  what  the  name  is. 
The  thing  is  to  get  the  job  done  and  keep  these  little  fellows  operating. 

Mr.  Biggers.  We  had  a  really  acute  problem  in  Manitowoc,  Wis., 
where  companies  were  shut  down  there  by  reason  of  the  stoppage  of 
the  flow  of  aluminum  to  kitchen -utensil  manufacturers.  We  sent  a 
representative  group  to  Manitowoc,  because  it  was  a  test  problem,  in 
a  sense.  We  had  Dr.  Brown;  we  had  a  man  from  the  ordnance  dis- 
trict in  Chicago,  a  captain;  we  had  a  commander  from  the  Chicago 
naval  office ;  we  had  Mr.  Chapman,  the  head  of  our  Small  Arms  and 
Ammunition  Section  in  O.  P.  M.,  former  vice  president  of  manu- 
facturing in  the  Chrysler  organization  and  a  competent  engineer; 
and  two  or  three  other  men  go  out  there  and  meet  with  the  local  manu- 
facturers and  meet  with  their  labor  and  try  and  figure  out  what  could 
be  done — what  could  be  found  for  their  facilities  and  their  skills  to 
make. 

The  Chairman.  Now  you  are  on  the  right  track.  That  is  exactly 
what  we  are  contending  for.  If  you  carry  that  to  its  logical  con- 
clusion, you  are  going  to  accomplish  just  what  we  are  trying  to  get 
done. 
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Mr.  Biggers.  Well,  we  are  on  that  job,  and  I  must  say  it  is  not  an 
easy  one.    I  will  take  that  position. 

The  Chairman.  None  of  these  jobs  is  easy.  This  defense  job  isn't 
easy.  None  of  us  have  easy  jobs.  I  have  had  many  a  job  I  like  better 
than  the  one  I  have  now. 

Mr.  Biggers.  I  have  had  several,  too.  But  at  this  particular  place, 
there  is  a  shipyard  going  up  to  build  submarines  at  Manitowoc,  and 
it  is  going  to  employ  2,000  people.  There  are  somewhere  near  4,000 
that  will  be  laid  off  in  these  aluminumware  plants.  The  labor  people 
insist,  with  some  justification,  and  the  shipbuilder  coincides,  that  there 
is  very  little  possibility  of  adapting  that  one  type  of  labor  to  the  other 
type  of  job,  because  many  of  the  workers  in  the  aluminumware  plants 
were  women,  and  many  of  them  were  people  of  middle  or  advanced 
age.  They  just  can't  quickly  adapt  themselves  to  the  problems  of 
shipbuilding.  So,  you  are  moving  into  that  town  one  type  of  labor 
for  shipbuilding,  and  you  have  the  problem  of  finding  an  oppor- 
tunity for  the  others.  And  it  is  very  difficult  to  find  an  opportunity 
for  their  equipment,  because  you  don't  need  stamping  and  pressing 
equipment  to  make  the  articles  of  war  or  defense  in  any  large  quanti- 
ties. You  need  machining  operations,  and  there  is  a  wealth  of  unused 
stamping  equipment  in  the  United  States  today.  There  is  a  very  great 
problem  to  help  those  people,  whether  they  be  completely  shut  down 
by  the  effect  of  a  priority  or  whether  they  be  shut  down  to  a  small 
residue  of  former  volume  by  the  curtailment  of  the  automobile  indus- 
try or  the  curtailment  of  something  else.  They  all  have  a  common 
problem,  and  they  have  a  very  difficult  problem  of  adaptation,  both 
of  machinery  and  of  skills,  and  the  whole  group  is  at  work  on  that 
within  the  O.  P.  M.,  concertedly.  We  require  the  maximum  of  cooper- 
ation from  the  military  services  because,  as  has  been  expressed  by 
others,  so  long  as  the  United  States  gives  new  machine  tools,  ideal 
equipment,  for  the  setting  up  of  an  ideal  manufacturing  plant  to  make 
a  given  article  of  armament,  just  so  long  will  it  be  difficult  to  get  that 
manufacturer  or  some  other  manufacturer  to  spread  the  load  and  give 
the  opportunity  to  the  small  shop,  because  it  is  clear  that  you  can  make 
these  armament  items  better  and  quicker  and  cheaper  by  concentration 
in  an  ideally  equipped  plant  with  competent  management. 

But  that  isn't  the  whole  story.  We  feel,  as  you  do,  that  we  have 
to  look  beyond  this  emergency  to  avoid  the  maladjustments  of 
population,  to  avoid  pulling  people  into  centers,  to  avoid  building 
new  houses  for  people  one  place  when  they  have  homes  elsewhere,  and 
our  determination  is  to  do  everything  in  our  power  to  take  the  work 
to  the  man  and  to  the  machine  rather  than  to  take  the  man  to  some 
centralized,  newly  created  factory.  But  we  must  have  the  greatest 
cooperation  from  the  military  services,  and  in  my  judgment,  they  must 
come  to  decline  to  give  new  tools  to  any  proposed  defense  manufac- 
turer until  he  has  demonstrated  to  their  satisfaction  and  our  satis- 
faction his  inability  to  use  his  existing  facilities  or  to  spread  the  load. 

We  had  a  case  of  one  manufacturer  of  a  20-millimeter  cannon.  This 
was  the  Hispano-Suisa  20-millimeter  gun,  and  the  military  authori- 
ties had  figured  an  appropriation  of  $5,250,000  for  an  addition  to 
plant  and  equipment  to  make  it.  With  their  cooperation,  when  we 
and  this  manufacturer  got  through  with  that  job,  he  arranged  to  make 
only  three  difficult  parts  in  his  own  plant  and  to  assemble  the  job  and 
inspect  it  there,  and  he  subcontracted  elsewhere  118  out  of  121  parts 
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and  no  new  building  was  necessary  at  all  under  those  conditions. 
And  it  tremendously  reduced  the  machine-tool  investment  of  the 
Government. 

The  Chairman.  I  think  you  are  on  the  right  track  with  that.  If 
you  will  just  refuse  these  fellows  appropriations  to  get  new  plants  and 
new  machine  tools  until  they  have  exhausted  all  the  machine  tools 
in  the  country,  I  don't  think  we  will  need  to  spend  one-sixth  of  our 
steel  next  year  for  new  construction. 

Mr.  Biggers.  I  don't  think  so,  either.  It  isn't  entirely  within  the 
control  of  O.  P.  M.,  but  we  are  getting  an  increased  comprehension 
of  the  problem. 

The  Chairman.  Under  whose  control  is  it? 

Mr.  Biggers.  It  is  under  the  control  of  the  military  authorities  who 
place  the  contracts. 

The  Chairman.  We  can  take  care  of  them.  The  Congress  can  con- 
trol them  if  it  is  absolutely  necessary,  if  they  can't  see  the  light.  We 
want  to  centralize  this  control  and  find  out  just  exactly  where  the 
responsibility  is,  Mr.  Biggers.  See  if  you  can't  remedy  this  situa- 
tion, and  if  you  can't  do  it,  we  will. 

Mr.  Biggers.  I  think  we  are  getting,  through  experience  and  through 
education  and  through  mutual  confidence,  an  increased  cooperation 
from  the  military  authorities.  It  was  human  nature,  it  was  the  normal 
procedure  to  do  just  exactly  what  they  did  at  the  outset,  but  they  see 
that  that  is  no  longer  desirable  and  that  it  is  no  longer  possible. 

Senator  Mead.  Mr.  Biggers,  a  thought  occurred  to  me  just  a  moment 
ago  when  you  said  that  it  was  the  military  authorities  that  exerted 
the  authority.  Isn't  it  Mr.  Stettinius  who  issues  the  priorities  when 
new  machines  and  new  equipment  are  required  ? 

Mr.  Biggers.  But  Mr.  Stettinius  issues  priorities  in  conformity  with 
the  requests  of  the  military  authorities. 

Senator  Mead.  If  a  given  plant  is  interested  in  expansion  and  re- 
quires added  machinery  and  added  equipment,  he  issues  the  priority 
for  it? 

Mr.  Biggers.  Yes;  but  the  military  authorities,  through  the 
Army  and  Navy  Munitions  Board,  the  joint  Board,  determine  the 
rating  of  all  military  items  and  machine  tools.  The  machine  tools 
for  a  given  manufacturer  might  be  Al-A  if  for  a  bomber,  or  Al-B 
if  for  something  else,  or  an  Al-C  or  G  if  for  tanks.  The  relative 
urgency  of  different  items  is  determined  by  the  military. 

Senator  Mead.  So  that  in  all  cases  Mr.  Stettinius  doesn't  have  the 
say,  insofar  as  priorities  are  concerned. 

Mr.  Biggers.  I  would  say  that  on  military  items  the  determination 
of  precedence  and  urgency  is  determined  by  the  military.  He  issues 
priorities  in  accordance  with  that  determination,  administers  and  ex- 
pedites, administers  and  polices.  I  don't  know  whether  Mr.  Stet- 
tinius is  still  here. 

Senator  Mead.  No,  he  isn't.  Well,  anyway,  it  was  not  the  intention 
of  the  Congress  to  avoid  subcontracting  when  the  appropriations  were 
passed.  They  let  it  be  known  that  they  wanted  the  best  materials,  but 
at  the  same  time  they  emphasized  the  necessity  for  speed.  Speed  meant 
that  if  you  couldn't  have  it  done  by  the  prime  contractor  you  would 
spread  the  work  and  let  the  subcontractor  come  in.    So  that  Congress 
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really  wanted  the  subcontractors  to  participate  in  this  program.  Do 
you  think  the  same  is  true  of  the  O.  P.  M.  ? 

Mr.  Biggers.  Yes,  sir. 

Senator  Mead.  Is  there  any  truth  in,  we  will  say,  the  rumor  that  in 
certain  O.  P.  M.  quarters  they  were  opposed  to  making  the  little  con- 
tractors bigger  and  encouraging  them  ? 

Mr.  Biggers.  Not  to  my  knowledge.  I  have  never  known  anything 
that  gave  me  that  impression,  and  I  don't  believe  that  is  the  desire ; 
I  believe  the  military  authorities  are  in  accord  with  the  general  pur- 
poses that  you  state,  and  they  deviate  from  it  only  because  of  what 
they  believe  to  be  efficiency  and  expediency,  but  I  think,  given  a  coop- 
erative approach  to  this,  we  can  prove  in  most  cases  that  adequate 
quality  of  product  and  time  of  delivery  can  be  given  through  a  sub- 
contracting process,  because  you  save  some  of  the  time  that  would 
otherwise  have  been  expended  on  the  creation  of  new  facilities  and 
the  purchase  of  machine  tools,  though  you  may  have  more  time 
involved  and  more  trouble  involved  in  the  manufacturing  operation. 

Senator  Mead.  We  had  O.  P.  M.  representatives  here  before  the  com- 
mittee, and  really  before  this  subcontracting  problem  became  as  serious 
as  it  is,  and,  even  though  some  great  big  firms  had  a  wealth  of  con- 
tracts, a  backlog  that  would  take  them  until  1943  or  1944  to  complete, 
they  were  adding  to  that  backlog  by  giving  them  additional  contracts. 
I  can  remember  in  the  aluminum  testimony  when  it  was  well  developed 
that  the  Aluminum  Co.  of  America  had  a  tremendous  backlog,  and  the 
O.  P.  M.  representative  said,  "We  approved  that  for  the  Aluminum 
Co.  of  America,"  and  when  we  asked  why,  he  said,  "Well,  the  Alu- 
minum Co.  was  a  going  company,  it  was  a  responsible  company,  and  it 
was  our  job  to  get  the  contract  off  the  desk  or  approved,  and  so  we  did 
it,  and  it  is  done." a  There  wasn't  any  thought  of  speed  or  of  sub- 
contracting in  that  instance.  It  was  just  a  case  of  fattening  the  load 
for  the  one  big  existing  company.  So  it  occurred  to  me,  at  least,  that 
there  was  in  that  particular  instance  no  desire  to  build  up  to  make  small 
business  any  bigger. 

Mr.  Biggers.  I  don't  know  of  that  particular  statement  or  testimony, 
but  I  would  say,  Senator  Mead,  that  in  the  question  of  acquiring  alu- 
minum it  has  been  a  question  of  expanding  the  facilities,  building  new 
plants  where  power  was  available,  and  building  them  where  the  man- 
agement could  provide  assured  operating  plants  with  the  greatest 
degree  of  speed,  and  a  maximum  effort  has  been  made  to  develop  new 
people  to  come  into  that  industry.  There  was  in  America  a  concentra- 
tion of  knowledge  in  the  possession  of  one  company  at  the  outset  of 
this  emergency,  and  it  made  it  very  difficult  to  find  any  other  com- 
panies that  were  able  to  undertake  the  building  of  an  aluminum  plant, 
or  some  of  the  complicated  fabricating  plants,  with  assurance  of  suc- 
cess.   Nevertheless,  it  has  been  done. 

Senator  Mead.  I  think  we  are  making  good  progress  now  along  the 
lines  of  developing,  of  producing  aluminum.  The  last  few  weeks  have 
given  encouragement  to  the  committee  and  to  the  country.  But  you 
said  a  moment  ago  that  a  certain  number  of  prime  contracts  were 
issued — I  forget  the  number,  perhaps  it  was  18,000. 

1  See  testimony  of  Grenville  R.  Holden,  Hearings,  Part  3,  p.  835  et  seq. 


1612   INVESTIGATION  OF  THE  NATIONAL  DEFENSE  PROGRAM 

Mr.  Biggers.  Eighteen  thousand. 

Senator  Mead.  And  that  was  subdivided  into  360,000? 

Mr.  Biggers.  The  Army  and  Navy  Munitions  Board  on  their  check — 
I  don't  know  whether  it  was  a  numerical  check  or  cross  section 
test  check—estimate  that  that  resulted  in  366,000  subcontracts.  A 
subcontract  is  a  flexible  term.  Some  people  use  "subcontract"  very 
broadly  in  terms  of  purchasing  equipment  and  supplies  and  materials. 
Technically,  that  isn't  a  subcontract.  Those  people  are  suppliers.  A 
subcontractor,  in  my  definition,  is  one  who  can  be  qualified  and  em- 
ployed to  do  an  operation,  to  perform  an  operation,  which  you  would 
normally  have  done  in  your  own  shop,  and  the  supervision  of  that 
type  of  subcontracting  is  actually  more  difficult  than  doing  the  job 
in  your  own  shop,  and  that  is  why  the  manufacturer,  if  given  any 
encouragement  by  the  military  authorities,  gravitates  toward  expan- 
ing  his  own  facilities  and  controlling  the  operation  rather  than  diver- 
sifying it  and  having  to  control  the  production  of  the  subcontractor. 

Senator  Mead.  I  believe  that  a  definition  of  the  subcontractor  ought 
to  be  contained  in  each  contract,  because  merely  saying  that  18,000 
contracts  were  eventually  subdivided  into  360,000  contracts  doesn't 
give  us  the  real  picture,  because  the  big  industrial  firms  like  Bethle- 
hem Steel  or  General  Electric  may  subcontract  with  divisions  of  the 
industry,  affiliates  of  the  industry,  or  subsidiaries  of  the  industry, 
and  yet  all  those  contracts  would  be  within  the  Bethlehem  or  the 
General  Electric  set-up,  and  therefore  if  a  definition  of  a  subcontract 
were  written  into  the  contract,  it  would  really  go  to  a  subcontractor 
and  not  remain  within  the  one  big  industrial  corporation.  I  think  the 
time  has  come  when  we  would  not  only  require  some  degree  of  sub- 
contracting, when  we  not  only  give  a  bonus  for  a  degree  of  subcontract- 
ing, but  when  we  actually  define  what  a  subcontractor  really  is. 

Mr.  Biggers.  I  think  that  is  a  good  point.  If  the  Bethlehem  Steel 
Corporation  subdivides  an  order  amongst  its  own  subsidiaries 

Senator  Mead  (interposing).  They  don't  subcontract. 

Mr.  Biggers.  It  may  relieve  the  United  States  of  the  purchase  of 
new  equipment,  but  it  doesn't  distribute  the  business  to  small  com- 
panies. 

Senator  Mead.  That  is  right.  We  might  be  able  to  renegotiate  all 
existing  contracts  where  delivery  is  not  immediately  at  hand,  and  in 
the  renegotiation  require  a  certain  percentage  of  subcontracts,  require 
that  the  subcontracts  be  let  on  the  balance  of  the  contract.  We  might 
consider  giving  a  bonus  for  the  speedy  delivery  of  such  a  contract 
so  as  to  encourage  it,  and  we  might  define,  in  the  renegotiated  con- 
tract, what  a  subcontractor  really  is,  so  that  not  only  with  reference 
to  the  future  contracts  but  with  reference  to  the  pending  and  already 
negotiated  contracts,  we  might  by  a  revision  of  them  all  spread  thi? 
work  out  more  quickly. 

Mr.  Biggers.  The  Army's  and  Navy's  objection  to  that  probably 
would  be  on  the  grounds  of  retarding  the  speed  of  placement,  but  I 
don't  wholly  agree  with  that.  However,  they  were  directed  by  the 
President  to  place,  during  the  month  of  June,  contracts  for  all  of  the 
appropriations  which  they  had  in  hand  and  unplaced.  They  did  so. 
It  was  an  excellent  job  of  distribution,  but  it  didn't  give  the  oppor- 
tunity for  the  type  of  studies  that  you  now  refer  to.  But  there  is 
plenty  ahead,  and  I  think  those  technical  things  should  be  applied. 
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Senator  Mead.  I  wouldn't  recommend  that  contracts  be  renegoti- 
ated that  are  almost  completed.  I  would  determine  that  that  would 
only  appy  to  contracts  where  a  small  percentage  of  the  work  is  already 
completed,  but  it  occurs  to  me  that  it  is  much  more  beneficial  to 
national  defense  to  bring  the  work,  the  contract,  to  the  men  and  the 
machines  than  to  bring  the  men  and  the  machines  to  the  work. 

Mr.  Biggers.  I  agree  that  that  should  be  done  to  a  maximum  practi- 
cable extent,  and  the  only  limitation  is  the  fact 

The  Chairman  (interposing).  If  you  don't  do  that  we  are  going  to 
have  about  a  hundred  billion  dollars  to  expend  on  relief  after  this 
thing  is  over,  and  I  don't  know  where  we  will  get  that  much  money. 

Mr.  Biggers.  I  don't  either,  sir.  I  would  like  to  leave  with  your 
committee,  if  I  may,  in  order  not  to  take  up  your  time  in  submitting 
exhibits,  or  to  leave  with  Mr.  Fulton  or  whoever  he  designates,  a  chart 
here  that  shows  how  subcontracting  has  been  done  by  one  particular 
firm  in  Waterbury,  Conn.,  with  six  main  suppliers,  and  then  how  they 
have  acquired  individual  items  from  different  sources. 

The  Chairman.  We  would  be  glad  to  have  that. 

Mr.  Biggers.  The  particular  items  and  the  value  of  the  items  give 
a  sort  of  detailed  break-down  of  subcontracting  in  one  specific  in- 
stance. And  I  would  like  to  give  you,  if  I  may,  this  map  showing 
the  distribution  of  these  offices. 

The  Chairman.  We  would  like  to  have  them. 

(The  chart  and  map  referred  to  were  marked  "Exhibits  Nos.  87  and 
88"  and  are  included  in  the  appendix  on  p.  1878  and  facing  p.  1878.) 

Mr.  Fulton.  I  noted  that  you  said  that  one  of  the  objections  which 
you  thought  the  services  would  have  to  wider  subcontracting  or  a 
larger  number  of  prime  contracts  would  be  that  it  would  retard  the 
speed  of  placing;  by  that  you  mean  it  would  retard  the  speed  by 
which  you  could  get  things  on  order,  that  is,  make  contracts  to  buy. 

Mr.  Biggers.  That  is  correct,  sir. 

Mr.  Fulton.  But  that,  of  course,  wouldn't  necessarily  have  any- 
thing to  do  with  the  only  really  important  objective,  which  would  be 
the  speed  with  which  we  get  the  finished  article.  That  is  exactly  my 
contention  in  talking  to  the  services. 

Mr.  Biggers.  It  doesn't  make  any  difference  if  you  spend  3  more 
weeks  in  placing  the  contract  if  you  save  time  in  delivery.  That  is 
the  whole  point — when  you  get  the  stuff  delivered. 

Mr.  Fulton.  I  noticed  you  made  the  point  that  even  though  you 
might  have  a  contract  with  a  company  to  procure  an  article  that  you 
might  have  to  have  a  considerable  amount  of  delay  ensue  before  that 
company  could  build  a  plant,  put  in  the  machinery,  get  together  the 
supervision  skill  and  labor,  iron  out  the  troubles  that  it  would  have 
in  production,  and  finally  get  into  production. 

Mr.  Biggers.  That  is  true,  but  in  most  cases,  unfortunately,  it  is 
true  that  making  these  very  special  items  of  defense  or  war  is  so 
different  from  the  civilian  products  of  our  Nation  that  a  very  con- 
siderable time  is  involved  in  any  company's  transforming  its  present 
tools  and  facilities  to  make  the  new  article,  even  if  no  new  facilities  are 
built.     You  see  what  I  mean  ? 

Mr.  Fulton.  But  if  you  divide  them  up  in  the  instance  that  you 
had  of  121  different  parts,  118  of  which  could  be  purchased  from 
existing  companies,  it  certainly  is  clear  that  a  great  many  of  those 
parts  could  be  in  production  much  sooner. 
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Mr.  Biggers.  I  think  so.     In  that  case  it  was  true. 

Mr.  Fulton.  Than  if  you  built  the  plant. 

Mr.  Biggers.  Yes,  sir. 

Mr.  Fulton.  Although,  of  course,  you  couldn't  make  your  contract 
and  say  you  had  them  on  order  as  quickly. 

Mr.  Biggers.  Well,  in  that  case,  they  made  the  contract  with  the 
prime  contractor  who  took  the  responsibility  of  subdivision  and 
assembly  and  the  manufacture  of  the  crucial  parts,  so  the  contracting 
operation  was  not  seriously  delayed  and  the  actual  result  was 
expedited. 

Mr.  Fulton.  And  there  wasn't  even  a  delay  in  the  placement  of 
orders  ? 

Mr.  Biggers.  Not  appreciable. 

Mr.  Fulton.  Which  was  the  thing  that  you  said  they  were  particu- 
larly interested  in. 

Mr.  Biggers.  Not  in  that  particular  case.  In  other  cases  there 
would  be  more  delay  because  in  that  case  it  was  more  an  internal 
distribution  of  load  by  one  of  the  big  companies,  such  as  Senator  Mead 
referred  to  a  moment  ago. 

Mr.  Fulton.  Are  we,  in  spite  of  the  fact  that  we  have  some  orders 
placed,  actually  in  production  on  nearly  all  the  important  defense 
articles  today  ? 

Mr.  Biggers.  Yes,  sir. 

Mr.  Fulton.  And  by  that  I  mean  real  production  and  not  just  a  few 
articles  that  have  rolled  off.    We  are  ready  to  go  ? 

Mr.  Biggers.  We  are  at  the  beginning  of  real  mass  production  in 
most  all  critical  items. 

Mr.  Fulton.  And  I  wondered  if  you  had  had  any  experts  who  were 
trying  to  ascertain  the  extent  to  which  effect  had  been  given  to  the 
principle  that  you  enunciated,  of  preventing  the  use  of  new  machine 
tools  and  the  building  of  new  plants  where  they  had  existing  plants  or 
existing  tools  that  would  do  the  job. 

Mr.  Biggers.  Yes ;  we  have  in  our  Production  Division  very  highly 
qualified  men  drawn  from  many  businesses  and  many  walks  of  life  in 
the  different  subdivisions,  working  with  the  armed  services.  For  in- 
stance, in  Ordnance,  we  have  an  Ordnance  Section  which  is  subdivided 
into  an  explosives  unit  dealing  with  powder  and  TNT  and  other 
components,  and  another  on  small  arms  and  ammunition,  and  another 
on  optical  goods  and  fire  control,  and  another  one  on  heavy  ordnance, 
and  another  one  on  tanks.  Each  one  of  those  subdivisions — there  are 
approximately  85  or  90  men  in  that  organization  as  a  whole — is  made 
up  of  practical  people  drawn  from  various  experiences.  For  example, 
in  charge  of  that  branch  we  have  Mr.  E.  F.  Johnson,  who  had  retired 
from  business  at  an  early  age,  but  who  formerly  built  the  old  Hickory 
Powder  Plant  in  the  World  War  and  had  extensive  experience  in 
ordnance  and  similar  items  in  a  broad  manufacturing  experience  with 
du  Pont  and  General  Motors.  As  his  assistant  we  have  Mr.  Bell,  of 
the  Edgewater  Steel  Co.,  of  Pittsburgh,  who  had  been  head  of  the 
Pittsburgh  Ordnance  District,  and  an  ordnance  expert  for  many  years, 
a  civilian.  And  then  in  charge  of  one  of  the  branches,  a  vice  presi- 
dent of  Westinghouse  who  is  a  specialist;  another  a  manufacturing 
vice  president  of  Plymouth,  and  so  on.  Those  men  are  competent  and 
do,  to  the  best  of  their  ability,  study  these  various  problems  and  try 
to  advise  with  the  militarv  services  what  can  be  done  to  distribute  a 
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contract  rather  than  concentrate  it,  and  will  do  so  if  they  are  given 
adequate  time  and  opportunity — I  mean  if  they  are  consulted  in  time 
to  make  the  study. 

Mi .  Fulton.  Unless  the  Army  or  the  Navy  has  succeeded  in  follow- 
ing that  objective  to  perfection,  which  I  take  it  you  would  not  assume 
as  so,  there  would  be  many  cases,  or  at  least  some  cases,  in  which  they 
had  failed  to  accomplish  the  objective.  Does  your  organization  find 
out  those  cases  ? 

Mr.  Biggers.  We  haven't  spent  very  much  time  going  back  over 
things  that  were  closed  because  of  the  multitude  of  things  to  be  done ; 
the  volume  of  things  to  be  placed  today  and  tomorrow  is  such  that  we 
are  working  on  them  rather  than  something  that  was  closed  last  week 
contrary  to  our  recommendation  or  judgment  as  to  the  best  way  to 
do  it.    In  the  main  we  haven't  spent  very  much  time  on  that. 

Mr.  Fulton.  What  I  meant  was  this.  The  Under  Secretary  of  War 
has  a  directive  which,  as  I  understand  it,  says  that  there  must  not  be 
any  authorization  of  new  machine  tools  without  a  due  study  of  the 
possibility  of  doing  the  work  elsewhere.1  Now,  in  all  cases  is  such  a 
study  made,  and  if  it  is  made  and  completed,  if  it  is  a  thorough  study, 
it  wouldn't  matter  whether  it  was  completed  before  or  after,  but  do 
you  find  that  there  is  no  such  study,  or  do  you  find  that  all  such  studies 
are  made  ? 

Mr.  Biggers.  Those  studies  are  made  in  the  best  and  most  practicable 
way  under  the  pressure  of  time.  If  you  realize  that  something  in  ex- 
cess of  or  approximately  $10,000,000,000  of  contracts  were  rushed  out 
in  a  period  of  about  30  days,  you  can't  make  a  study  on  every  one  of 
those  with  the  meticulous  thoroughness  that  you  or  I  might  wish. 

Mr.  Fulton.  Can  you  make  a  study  at  all  thorough  ? 

Mr.  Biggers.  You  can  on  the  outstanding  things,  but  you  can't  do  it 
on  all. 

Mr.  Fulton.  So  that  there  are  many  things  as  to  which  there  was 
no  such  study  made  at  the  time. 

Mr.  Biggers.  Not  a  completely  adequate  study. 

Mr.  Fulton.  If  it  isn't  adequate,  would  it  be  very  valuable  ? 

Mr.  Biggers.  Well,  it  all  depends  on  what  you  call  a  study.  These 
men  by  and  large  are  so  experienced  that  they  can,  in  their  particular 
fields,  make  specific  recommendations  as  to  the  practicability  of  doing 
something  that  might  take  me  or  you  or  someone  else  days  of  personal 
research.  Out  of  their  experience  they  can  make  quicker  recommenda- 
tions than  I  could  in  many  of  those  fields,  because  they  are  specialists. 

Mr.  Fulton.  Are  they  sufficiently  able  to  tell  whether  there  is  an 
existing  plant  which  could  do  that  without  actually  going  down  into 
the  records  and  looking  to  see  what  plants  there  are  and  what  the  busi- 
nesses of  those  plants  are  ? 

Mr.  Biggers.  In  many  cases,  but  not  in  all  cases,  and  they  work  with 
and  through  the  defense  contract  service  and  its  field  agencies  to  the 
extent  that  is  permitted  by  time. 

Mr.  Fulton.  Does  the  defense  contract  service  have  any  experts  at 
all  at  its  disposal  for  the  purpose  of  examining  contracts  to  see  whether 
it  could  have  found  small  companies  that  could  do  those  contracts  ? 

Mr.  Biggers.  Yes.  In  their  field  organization,  as  I  mentioned,  they 
have  122  technically  trained  and  qualified  engineers,  for  one  thing,  that 
are  just  on  that  sort  of  work. 


1  See  Hearings,  Part  5,  Exhibit  No.  68,  appendix  p.  1473. 
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Mr.  Fulton.  I  am  surprised  at  that,  because  Mr.  Mehornay  testified 
that  he  didn't  think  he  had  an  organization  that  could  check  up,  and, 
in  fact,  I  think  he  said  he  didn't  have  authority  to  check  up  on  a  con- 
tract unless  he  was  asked.1 

Mr.  Biggers.  Well,  Mr.  Mehornay,  if  I  remember,  testified  before 
your  committee  nearly  2  months  ago,1  and  a  good  deal  has  hap- 
pened since  then,  both  in  the  upbuilding  of  his  organization  and  in 
improvement. 

The  Chairman.  Has  he  been  given  more  authority  on  this  small- 
contract  business  than  he  had  when  he  was  here  before  ?  According  to 
his  testimony  before  this  committee,  he  didn't  have  authority  to  do  any- 
thing.   He  might  as  well  not  be  there. 

Mr.  Biggers.  He  has  developed  a  competent  field  organization,  and 
he  has  had  strong  backing  within  O.  P.  M.,  and  much  more  coopera- 
tion from  the  military  services  than  he  had  2  months  ago. 

The  Chairman.  I  am  glad  to  hear  that. 

Mr.  Fulton.  Does  he  have  authority  to  take  up  the  question  of  one 
of  these  contracts  of  the  type  that  you  mentioned  that  weren't  studied 
adequately  because  of  lack  of  time  ? 

Mr.  Biggers.  He  would  have  authority;  yes,  sir. 

Mr.  Fulton.  To  do  that  irrespective  of  the  fact  that  nobody  asked 
him? 

Mr.  Biggers.  Yes,  sir. 

Mr.  Fulton.  And  to  put  an  expert  organization  on  that  particular 
job  and  determine  whether  in  fact  there  had  been  other  companies 
which  could  have  done  the  work  with  existing  facilities? 

Mr.  Biggers.  Yes,  sir ;  he  would  have  the  authority  to  do  that. 

Mr.  Fulton.  When  he  found  that  and  made  that  determination,, 
what  authority  would  he  have  to  do  something  about  it  ? 

Mr.  Biggers.  Well,  he  wouldn't  have  very  much  power  to  do  any- 
thing if  the  contract  had  already  been  signed  by  the  United  States 
Government  and  awarded  to  some  other  company  and  machine  tools 
had  been  allocated  to  them. 

Mr.  Fulton.  What  authority  would  he  have  to  take  it  up  with  the 
other  departments  of  your  division  for  the  purpose  of  your  ascer- 
taining whether  these  men  who  didn't  originally  discover  that  are, 
in  fact,  the  persons  who  should  continue  to  be  in  that  capacity  ? 

Mr.  Biggers.  There  is  no  limitation  on  his  right  to  dig  into  any  of 
those  situations  or  to  develop  or  expose  any  facts  he  may  find. 

Mr.  Fulton.  Has  he  brought  any  such,  facts  to  your  attention  ? 

Mr.  Biggers.  I  would  say,  again,  that  there  have  been  situations 
where  we  thought  that  subcontracting  could  be  employed  to  a  larger 
degree  than  the  military  authorities  thought,  and  their  determination 
is  based  upon  urgency  in  so  many  cases,  and,  just  as  Senator  Mead 
said  awhile  ago,  our  prerogative  is  largely  advisory,  but  we  don't 
wait  to  be  asked  for  opinions;  we  advance  opinions.  We  would 
have,  through  Mr.  Nelson,  a  veto  power.  We  would  have  the  right 
to  refuse  to  approve  a  contract  if  we  thought  it  was  fundamentally 
wrong.  But  in  a  minor  difference  of  judgment  as  to  method  of 
procedure,  that  right  is  seldom  exercised. 

Mr.  Fulton.  I  take  it  the  military,  particularly  the  Army,  would 
be  governed  by  the  Under  Secretary's  directive  to  the  effect  that  it 
must  not  be  done  without  clue  study. 

1  See  Hearings,  Part.  5,  pp.  1373  and  1379. 
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Mr.  Biggers.  It  is  all  a  question  of  what  is  due  study. 

Mr.  Fulton.  Yes,  very  much  so.  Now,  as  I  understood  you,  there 
are  cases  where,  by  reason  of  urgency,  there  was  .not  sufficient  time 
to  make  due  study. 

Mr.  Biggers.  That  is  true. 

Mr.  Fulton.  There  will  be  other  cases,  unless  we  have  perfection, 
where  I  assume  that  due  study  might  not  have  been  made  because  of 
inefficiency  or  carelessness  or  perhaps  even  the  desire  not  to  make  it. 

Mr.  Biggers.  I  don't  believe  the  latter. 

Mr.  Fulton.  I  wanted  to  know  whether  any  studies  have  been  made 
by  Mr.  Mehornay's  division  which  have  been  brought  to  your  atten- 
tion, showing  situations  where  there  could  have  been  subcontracting, 
because  you  say  he  has  the  experts  now,  and  he  has  the  authority  to 
do  it. 

Mr.  Biggers.  But  he  and  his  people  are  so  busy  in  the  field  meeting 
with  prime  contractors  and  subcontractors  and  trying  to  help  them 
on  the  problems  of  today  and  tomorrow  that  it  is  my  judgment,  with- 
out making  a  specific  examination,  that  they  haven't  spent  much  time 
on  analysis  of  something  that  happened  a  week  or  a  month  ago. 

Mr.  Fulton.  Although  it  is  also  your  judgment  that  in  many  of 
those  cases  it  wasn't  possible  to  make  the  due  study. 

Mr.  Biggers.  That  in  a  number  of  those  cases  the  time  element  pre- 
vented as  thorough  a  study  as  you  or  I  would  have  liked  to  have 
made. 

Mr.  Fulton.  Isn't  it  desirable  that  some  organization  be  set  up 
somewhere  with  some  experts  to  do  just  precisely  that,  to  check  on 
these  procurement  officers  and  on  the  men  in  0.  P.  M.  to  see  whether 
they  have,  in  fact,  followed  out  the  directives  which  you  and  the  Under 
Secretary  of  War  have  given  ? 

Mr.  Biggers  If  it  be  the  wish  of  the  Congress  or  of  the  executive 
authorities,  we  can  organize  to  make  such  a  check,  or  an  outsider  can 
do  it  to  doublecheck  it. 

Mr.  Fulton.  It  wouldn't  be  your  wish?  Because  without  a  check 
you  don't  know  which  way  you  are  going.  You  do  know  that  there 
are  cases  where  there  isn't  due  study,  and  I  assume  you  want  to  know 
what  the  reasons  for  that  are. 

Mr.  Biggers.  I  would  like  to  know  the  reasons  for  a  lot  of  things, 
but  when  you  are  moving  at  the  speed  that  we  are  moving  in  this 
country  in  order  to  try  and  accomplish  the  defense  of  our  country 
against  an  unknown  and  indefinable  danger,  you  can't  stop  to  do 
everything  the  way  you  would  like  to  do  it. 

Mr.  Fulton.  But  this  situation  is  one  where 

Mr.  Biggers  (interposing).  It  is  vital. 

Mr.  Fulton.  I  understood  you  to  say  that  speed  might  better  be 
accomplished  in  some  of  these  cases  by  subcontracting  instead  of  by 
giving  big  contracts  to  companies  that  would  have  to  build  new  plants. 

Mr.  Biggers.  Yes ;  I  would  rather  spend  my  energy  and  our  organi- 
zation's energy  on  improving  the  working  relationship  with  the  mili- 
tary services  and  improving  the  study  of  the  situations  ahead  rather 
than  assign  an  organization  to  a  study  of  water  that  is  over  the  dam. 
But  if  somebody  else  want  to  do  that,  that  is  their  privilege. 

Mr.  Fulton.  Is  it  over  the  dam  if  they  still  have  new  contracts  to  let 
next  month? 
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Mr.  Biggers.  That  is  what  I  say.  That  is  what  I  would  rather  work 
on,  the  new  contracts,  and  try  and  establish  these  procedures  upon 
which  we  both  agree. 

Mr.  Fulton.  In  doing  that,  in  order  to  work  on  those  new  contracts, 
don't  you  have  to  know  whether  your  organization  is  efficient  or  not, 
and  isn't  the  best  way  to  find  that  out  to  check  once  or  twice  and  find 
out  whether  they  were  efficient  in  fact? 

Mr.  Biggers.  We  have  other  ways.  We  have  a  good  many  other 
ways  of  judging  the  efficiency  of  any  organization,  but  if  that  be  a 
method  that  you  gentlemen  prefer,  that  is  your  prerogative,  of  course. 

Mr.  Fulton.  Would  you  tell  me  the  other  ways  that  you  have  of 
ascertaining  definitely  that  we  are  getting  as  much  subcontracting  as 
we  can  have?  What  better  way  is  there  than  to  look  back  and  see 
what  we  have  done  and  make  a  test  check  here  and  there? 

Mr.  Biggers.  I  have  no  objection  to  making  test  checks  at  all,  but 
you  have  a  problem  of  such  magnitude  here  that  you  have  to  in- 
voke the  processes  of  decentralization,  you  have  to  choose  in  the  mili- 
tary services  and  in  other  branches  of  the  Government  the  best  people 
you  can  get  to  administer  detailed  jobs  and  assign  responsibility  and 
authority  and  directions  to  them,  and  your  results  are  going  to  depend 
upon  the  competence  of  that  organization,  in  my  opinion,  more  than 
on  belated  methods  of  double-checking,  but  I  don't  have  any  objec- 
tions to  that  check. 

Mr.  Fulton.  How  are  you  going  to  ascertain  the  competence  of  that 
organization  unless  you  check  up  on  what  they  are  doing?  I  was 
interested  to  know  how  you  would  do  that. 

Mr.  Biggers.  There  are  so  many  ways.  When  you  are  in  touch  with 
a  situation  from  day  to  day,  and  in  touch  with  the  personnel  and  the 
problems,  and  you  know  the  way  this  situation  has  been  handled  and 
the  way  that  has  been  handled  and  the  improvement  that  you  can  make 
on  that  situation  next  week,  you  have  a  generally  accurate  impression 
of  the  picture. 

Mr.  Fulton.  You  can't  possibly,  can  you,  be  familiar  with  all  these? 

Mr.  Biggers.  I  don't  claim  to  be,  but  I  claim  that  the  very  essence 
of  the  thing  is  to  get  enough  competent  people  in  critical  positions 
so  that  they  will  do  the  best  possible,  conscientious,  and  honest, 
practical  job. 

Mr.  Fulton.  Competence  is  a  matter  of  degree  and  differs  with 
every  individual. 

Mr.  Biggers.  Yes,  sir;  and  checking  is  a  matter  of  opinion  largely. 

Mr.  Fulton.  And  most  of  these  people  haven't  previously  been 
doing  these  particular  tasks,  so  that  it  would  be  necessary  to  check 
up  now  and  then  and  at  least  have  some  organization  to  find  out 
whether  they  are  doing  it  right. 

Mr.  Biggers.  I  could  have  a  checking  organization  and  go  over  a 
contract  that  was  placed  2  weeks  ago  by  the  Navy,  we  will  say,  and 
I  could  develop  my  ideas  or  my  associates'  ideas  of  how  that  could 
have  been  done  differently,  and  in  my  opinion  more  advantageously 
from  the  standpoint  of  the  economy.  They  would  argue  the  compe- 
tence of  the  contractor  and  the  certainty  of  delivery  against  the 
experimental  character  of  my  recommendation,  and  you  would  be  in 
a  prolonged  discussion  as  to  which  was  right  and  which  was  best. 
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Mr.  Fulton.  I  thought  you  would  be  the  one  to  determine  that, 
because  the  purpose  would  be  for  your  determination  whether  they 
should  continue  in  that  particular  office,  wouldn't  it  ? 

Mr.  Biggers.  We  haven't  any  such  authority  as  you  appear  to  think 
we  have  under  the  wording  of  the  Under  Secretary  of  War's  directive. 

Mr.  Fulton.  If  the  O.  P.  M.  were  of  the  opinion  that  there  had  not 
been  due  study  by  the  O.  P.  M.  Advisory  Board  and  that  there  had 
not  been  due  study  of  the  War  Department  procurement  officers, 
wouldn't  you  have  authority  in  the  first  place  to  change  your  advisers 
and  get  somebody  in  O.  P.  M.  that  you  did  think  would  make  due 
study  ? 

Mr.  Biggers.  Yes,  sir. 

Mr.  Fulton.  And,  in  the  second  place,  to  report  to  the  Under  Sec- 
retary of  War  that  that  particular  procurement  officer  had,  in  your 
opinion,  not  done  a  very  good  job  in  following  out  his  directive? 

Mr.  Biggers.  Yes,  sir. 

Mr.  Fulton.  But  you  don't  do  either  of  those  things. 

Mr.  Biggers.  We  do  it  in  many  different  ways,  but  we  haven't  set  up 
a  specific  checking  organization  to  make  that  type  of  post-fact  study. 

Mr.  Fulton.  Have  you  reported  a  single  procurement  officer  of  either 
the  Army  or  Navy  for  failing  to  make  a  sufficient  study  of  the  facili- 
ties that  were  in  existence  ? 

Mr.  Biggers.  In  our  cooperative  study  of  this  problem  and  discus- 
sion of  the  problem  we  have  reported  specifically  and  repeatedly  to  the 
authorities  in  the  War  and  Navy  Departments  on  the  general  problem 
and  on  specific  instances  where  we  didn't  think  adequate  effort  was 
made.  We  didn't  make  the  report  in  the  nature  of  a  charge  against 
an  individual,  because  these  get  down  to  matters  of  honest  differences 
of  judgment  as  to  the  way  to  do  things. 

Mr.  Fulton.  But  there  are  cases  where  you  might  go  beyond  that, 
aren't  there?  Have  you  made  any  test  studies  of  any  of  those?  Have 
you  found  such  a  case? 

Mr.  Biggers.  Where  they  went  beyond  what  — matters  of  judgment? 

Mr.  Fulton.  Beyond  matters  of  judgment,  or  it  might  be  a  matter 
of  inefficiency  or  just  not  doing  the  work  rather  than  an  honest  dif- 
ference of  opinion  or  judgment. 

Mr.  Biggers.  We  are  in  a  field  here  where  the  argument  for  urgency 
is  such  a  controlling  factor  that  it  is  a  hard  one  to  meet  sometimes. 
When  I  say  that  I  think  this  small  group  of  manufacturers  can  be 
assembled  and  that  we  can  find  some  leadership  and  they  can  take  an 
order  for  something  they  have  never  made  in  the  world,  and  that  they 
can  distribute  it  amongst  them  and  somebody  will  take  the  respon- 
sibility and  somebody  will  take  the  guidance  of  that,  and  that  they 
will  do  it  as  well  or  as  cheaply  as  the  Ford  Motor  Co.,  you  are  arguing 
in  a  difficult  field  to  prove ;  and  I  argue  in  that  field  considerably,  but 
it  is  not  a  mathematical  problem  with  a  conclusive  answer. 

Mr.  Fulton.  I  take  it,  then,  you  haven't  found  any  case  where  you 
would  be  willing  to  say  there  was  inefficiency  as  distinct  from  a  differ- 
ence of  judgment? 

Mr.  Biggers.  No;  I  really  wouldn't  say  that. 

Mr.  Fulton.  So  we  have  achieved  in  this  effort  perfection,  at  least 
from  the  standpoint  of  avoiding  inefficiency  of  procurement  officers? 
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Mr.  Biggers.  I  wouldn't  say  that  we  have  achieved  anything  ap- 
proaching perfection,  but  I  would  say  that  they  have  achieved  a  very 
high  measure  of  success  under  a  tremendously  difficult  job  of  stepping 
up  their  problem  of  procurement,  their  responsibilities,  by  not  hundreds 
of  percent  but  by  thousands  of  percent. 

Mr.  Fulton.  But  you  haven't  found  any  soft  spots  ? 

Mr.  Biggeks.  Sure;  you  find  people  that  are  less  competent  than 
others  in  any  organization. 

Mr.  Fulton.  And  what  do  you  do  about  those  ? 

Mr.  Biggers.  In  our  own  organization  that  is  controllable ;  we  change 
them.  In  the  military  organization  it  is  a  matter  of  expression  of 
opinion,  and  we  haven't  filed  complaints  or  charges  for  the  dismissal 
of  any  individual. 

The  Chairman.  Mr.  Biggers,  we  are  very  much  interested  in  this 
small-business  situation,  in  the  contracts  for  small  business,  and  in 
the  saving  of  the  small  man  for  future  use  after  this  emergency 
is  over. 

Mr.  Biggers.  So  am  I  . 

The  Chairman.  We  hope  that  you  will  continue  your  efforts. 

The  witnesses  for  tomorrow  at  10:30  will  be  Mr.  Leon  Henderson, 
Mr.  Marriner  S.  Eccles,  and  Albert  Browning,  on  the  same  subject. 

(Whereupon,  at  1 :  07  p.  m.,  an  adjournment  was  taken  until  10 :  30 
a.  m.,  Wednesday,  July  23,  1941.) 
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WEDNESDAY,   JULY  23,    1941 

United  States  Senate, 
Special  Committee  Investigating 

the  National  Defense  Program, 

Washington,  D.  G. 
The  committee  met  at  10:35  a.  m.,  pursuant  to  adjournment  on 
Tuesday,  July  22,  1941,  in  room  318,  Senate  Office  Building,  Senator 
Harry  S.  Truman  presiding. 

Present:  Senators  Harry  S.  Truman,  chairman;  James  M.  Mead; 
Tom  Connally;  and  Carl  Hatch. 

Present  also:  Hugh  A  Fulton,  chief  counsel;  E.  L.  Smead,  Chief, 
Division  of  Bank  Operations ;  and  Lawrence  Clayton,  assistant  to  the 
Chairman,  Federal  Reserve  System. 

The  Chairman.  The  committee  will  come  to  order,  please. 
Mr.  Browning,  will  you  please  rise  and  be  sworn  ?    Do  you  solemnly 
swear  to  tell  the  truth,  the  whole  truth,  and  nothing  but  the  truth,  so 
help  you  God  ? 

Mr.  Browning.  I  do. 

TESTIMONY  OF  ALBERT  J.  BROWNING,  PRESIDENT,  UNITED  WALL 
PAPER  FACTORIES,  INC.,  CHICAGO 

The  Chairman.  Will  you  give  your  name  and  connection  to  the 
reporter  ? 

Mr.  Browning.  Albert  J.  Browning,  president  of  the  United  Wall 
Paper  Factories,  Chicago. 

The  Chairman.  You  have  been  connected  with  O.  P.  M.  until  re- 
cently, haven't  you,  Mr.  Browning? 

Mr.  Browning.  I  was ;  yes. 

The  Chairman.  We  have  been  questioning  witnesses  in  the  last  day 
or  two  on  priorities  and  the  allocation  of  basic  metals,  and  things  of 
that  sort,  to  small  manufacturers,  in  an  effort  to  keep  those  small  manu- 
facturers in  business  after  this  emergency  is  over.  I  understand  that 
you  are  in  the  wallpaper  business. 

Mr.  Browning.  That  is  correct. 

The  Chairman.  The  manufacturing  business ;  that  you  are  somewhat 
familiar  with  the  manufacturing  game  from  the  ground  up ;  and  that 
you  have  had  considerable  experience  on  O.  P.  M.  I  would  like  to  have 
your  views  on  the  subjects  which  we  have  had  under  discussion,  and 
if  you  have  a  remedy,  tell  us  about  it. 

Mr.  Browning.  I  prepared  a  short  statement  here  that  might  form  a 
basis  of  starting  the  discussion. 

The  Chairman.  Proceed  with  it. 
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EFFECT  OF  NATIONAL  DEFENSE  PROGRAM  ON  SMALL  NONDEFENSE  BUSINESSES 
AND  REMEDIAL  SUGGESTIONS  OFFERED 

Mr.  Browning.  During  an  emergency  like  this,  our  first  considera- 
tion is,  and  should  be,  to  make  very  sure  that  we  win  this  war.  In 
order  to  do  this,  it  is  necessary  that  nothing  stand  in  the  way  of  attain- 
ing this  vital  objective. 

However,  in  accomplishing  this  goal  it  will  be  a  great  tragedy  if,  in 
so  doing,  we  create  a  condition  whereby  we  completely  dislocate  a 
large  part  of  American  industry  when  this  could  be  largely  avoided. 

We  are  headed  toward  financial  ruin  for  large  numbers  of  American 
businesses  and  industries,  a  great  deal  of  unemployment  in  a  time  of 
labor  scarcity,  and  a  failure  to  use  to  advantage  the  productive  facilities 
of  this  country. 

So  far  this  has  been  a  very  comfortable  war.  Retail  trade  is  boom- 
ing, pay  rolls  are  mounting,  and  manufacturers,  who  are  running  only 
20  to  30  percent  ahead  of  last  year,  feel  embarrassed  by  such  small 
gains.  It  is  not  where  we  are  that  is  as  serious  as  where  we  are  headed, 
and  I  am  amazed  at  how  little  realization  exists  as  to  what  is  ahead 
of  us. 

So  far,  our  expenditures  for  defense  since  the  beginning  of  this 
program  have  not  yet  reached  a  rate  of  $1,000,000,000  a  month.  Before 
6  months  have  passed,  this  may  be  nearly  $2,000,000,000  per  month,  and 
by  a  year  from  now  I  feel  sure  that  we  shall  be  producing  at  the  rate 
o'f  $3,000,000,000  per  month.  We  must  at  least  equal  that  if  we  are  to 
win  this  war. 

We  cannot  produce  that  quantity  of  war  materials  without  creating 
definite  shortages  of  large  quantities  of  essential  materials,  shortages 
of  transportation,  power,  and  labor. 

The  Chairman.  What  did  you  say  we  are  producing  now  per 
month  ? 

Mr.  Browning.  A   little  under  $1,000,000,000  a  month. 

The  Chairman.  And  how  much  will  we  haATe  to  produce  in  order 
to  meet  the  situation  ? 

Mr.  Browning.  At  least  3,000,000,000. 

The  Chairman.  At  least  three  times  what  we  are  doing? 

Mr.  Browning.  That  is  correct.  We  can't  produce  that  quantity  of 
war  materials  without  creating  definite  shortages. 

Now,  what  does  this  mean  to  the  manufacturer  of  nondefense 
items?  It  means  that  as  a  result  of  the  buying  policy  that  has  been 
followed  by  the  Army  and  Navy  and  the  present  handling  of  the 
allocation  of  materials,  large  numbers  of  civilian  industries  will  be 
forced  out  of  business. 

We  are  only  one-fourth  of  the  way  into  the  defense  program,  and 
let's  see  what  has  happened  so  far. 

Many  manufacturers  are  already  closed  down,  are  greatly  curtailed 
in  their  operations,  or  they  soon  may  be :  Outboard  motor  manufac- 
turers, aluminum-utensil  manufacturers,  kitchenware  and  cutlery 
manufacturers,  metal  bathroom-fixture  producers,  oil  burner,  stoker, 
refrigerator,  washing  machine,  and  domestic  heating  manufacturers, 
sporting-goods  companies,  radio  and  automotive-accessory  manufac- 
turers, and  so  on. 
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It  has  been  estimated  that  thousands  of  nondefense  plants  will  be 
closed  down  or  critically  restricted  in  their  operations  by  the  end  of 
this  year. 

There  is  very  little  appreciation  of  the  far-reaching  effect  of  some 
of  the  priorities  that  have  been  set  up.  In  many  cases  a  few  dollars' 
worth  of  a  critical  item  will  completely  stop  production  on  hundreds 
of  dollars'  worth  of  merchandise. 

Now,  what  should  be  done  about  this  situation?  There  are  three 
important  steps  to  be  taken. 

1.  The  Army  should  change  its  buying  practices.  On  June  30  a 
directive  was  issued  by  Under  Secretary  of  War  Patterson,  which 
when  fully  in  operation  will  permit  many  manufacturers  not  now 
engaged  in  defense  work  to  use  part  of  their  facilities  and  organiza- 
tions for  arms  production. 

There  has  been  a  great  deal  of  criticism  of  the  fact  that  during 
the  first  year  the  Army  placed  a  large  part  of  its  orders  with  the  larger 
manufacturing  companies.  Although  it  might  have  been  better  for 
the  country  as  a  whole  if  this  work  had  been  spread  out  more,  yet  the 
pressure  of  getting  production  under  way  as  rapidly  as  possible  and 
the  limited  number  of  experienced  personnel  made  it  necessary  that 
the  first  large  group  of  orders  be  placed  with  those  manufacturers 
best  equipped  to  get  into  production. 

Under  Secretary  Patterson  and  the  chiefs  of  departments  realize 
the  desirability  of  spreading  the  defense  buying  as  far  as  possible, 
and  the  directive  issued  by  the  Under  Secretary  should  accomplish 
this  end. 

Much  of  the  War  Department  buying,  particularly  in  the  Quarter- 
master Department,  was  done  in  such  a  way  as  to  spread  the  business 
as  far  as  possible.  On  most  of  the  invitations  to  bid,  a  maximum 
quantity  that  would  be  given  to  any  one  concern  was  specified. 

2.  A  change  must  be  made  in  the  method  of  issuing  priorities  so  that 
consideration  can  be  given  to  the  needs  of  civilian  industries.  The 
official  in  charge  of  this  work  should  have  the  final  authority  for  the 
allocation  of  critical  items  to  the  armed  services,  to  civilian  industries, 
and  to  individual  manufacturers.  In  this  way  those  producers  of 
nondefense  items  who  need  small  quantities  of  critical  materials  in 
order  to  continue  production  will  be  able  to  secure  them. 

3.  The  production  of  critical  items  should  be  expanded.  A  great 
deal  of  work  has  been  done  on  this  from  the  angle  of  increasing  facili- 
ties. However,  during  the  depression  many  restrictions  on  produc- 
tion were  instituted  in  order  to  spread  the  work  and  give  more  workers 
employment.  A  review  of  labor  contracts  in  critical  material  and 
other  industries  will  quickly  show  that  production  can  be  stepped  up 
very  greatly  without  injury  to  labor  by  the  removal  of  unnecessary 
restrictions. 

That  might  form  a  basis  for  discussion. 

The  Chairman.  I  notice  you  say  that  one  of  the  principal  difficul- 
ties is  the  allocation  of  priorities  to  manufacturers  of  civilian  necessi- 
ties. It  seems  to  me  a  most  difficult  matter  to  decide  just  exactly  what 
is  a  civilian  necessity  and  what  is  absolutely  essential  for  national 
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defense.  In  the  first  place,  we  are  setting  up  this  national-defense 
program  to  save  the  civilian  set-up.  If  we  are  going  to  throw  the 
civilian  set-up  in  the  creek  and  have  nothing  but  national  defense  left, 
we  are  going  to  wind  up  as  a  military  dictatorship,  and  that  is  not 
what  any  of  us  want.  We  are  trying  to  save  the  democratic  form. 
What  I  want  to  know  is :  How  can  we  remedy  the  set-up  as  it  now  is 
so  that  the  small  manufacturer  and  the  fellow  who  is  making  things 
for  civilian  use,  such  as  wallpaper,  is  going  to  come  out  of  this  with  a 
whole  skin  when  we  get  through  ? 

Mr.  Browning.  The  aluminum  housewares  manufacturer,  for  in- 
stance, is  just  out  of  luck  because  he  uses  100  percent  aluminum,  and 
in  that  case  the  quantity  of  critical  material  that  he  uses  to  his  total 
production  is  so  great  that  it  is  probably  impossible  to  avoid  severely 
hurting  him. 

The  Chairman.  That  is  true ;  that  is  a  special  instance,  though. 

Mr.  Browning.  However,  in  most  instances  it  is  a  small  quantity  of 
this  critical  material  that  means  whether  or  not  the  industry  operates. 
For  instance,  last  night  I  talked  to  two  manufacturers  of  irons,  ordi- 
nary home-heating  appliances.  In  those  irons,  in  order  to  make  them 
operate  satisfactorily,  they  have  a  little  disk,  a  part  of  which  is  nickel. 
I  just  asked  them  what  part  that  was  to  the  total,  and  they  figured 
it  was  one  eight-hundredth  of  1  percent  of  the  material  that  went  into 
the  iron  that  was  nickel.  They  can't  make  a  really  satisfactory  iron 
without  some  nickel.  If  we  cut  the  nickel  off  from  them  entirely,  then 
they  have  to  make  a  more  or  less  unsatisfactory  product  or  stop  making 
it ;  so  they  should  have  available  the  small  amount  of  nickel  necessary 
to  do  the  job. 

They  also  use  in  the  elements  what  is  known  as  a  nicrome  wire. 
That  is  a  nickel  and  chromium  combination.  The  quantity  of  mate- 
rial that  goes  into  that  wire  is  very  small.  At  the  same  time,  unless 
they  have  nicrome  wire  they  cannot  have  a  satisfactory  element  to  go 
into  the  iron.  A  set-up  needs  to  be  made  whereby  concerns  of  that 
kind,  using  small  quantities  of  critical  materials,  can  get  them. 

The  difference  between  the  quantities  that  those  industries  would 
use  and  the  total  quantity  is  not  going  to  make  the  difference  as  to 
whether  our  defense  program  is  successful  or  not. 

The  Chairman.  It  is  the  fellow  who  needs  a  little  bit  of  these  neces- 
sities who  needs  to  be  looked  over  because  he  has  been  totally  cut  off, 
hasn't  he  ? 

Mr.  Browning.  Yes,  sir. 

The  Chairman.  I  understand  that  there  are  priorities  under  con- 
sideration by  the  Priorities  Committee  that  have  just  been  piling  up 
and  piling  up  and  no  action  whatever  has  been  taken  on  them,  and 
those  fellows  don't  know  whether  they  are  going  to  be  taken  care  of 
with  priorities  or  whether  to  go  out  of  business.  What  is  the  remedy 
for  that? 

Mr.  Browning.  I  think  that  can  be  done  rather  simply.  We  prob- 
ably need  an  allocator  of  materials — I  might  call  it  that — who  can 
sit  down  and  say  there  is  available,  we  will  say,  800,000  tons  of  alumi- 
num, or  how  much  is  available,  and  we  are  going  to  give  the  Army 
and  Navy  750,000  tons  and  keep  50,000  tons  for  civilians.  Now,  you 
could  quickly  use  up  that  50,000  tons  in  pistons  in  automobiles  or  in 
aluminum  kitchenware,  and  that  would  be  a  tremendous  waste  of 
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that  quantity.  But  if  that  were  allocated  through  industry  in  the 
critical  spots  where  the  amount  used  was  a  small  percentage  of  the 
total,  then  it  would  work  very  simply.  I  think  that  this  department, 
or  office,  or  whatever  it  is,  should  make  the  final  decision  as  to  what 
percentage  of  the  available  material  is  going  to  go  to  the  War  De- 
partment and  the  Navy,  and  what  percentage  is  going  to  be  available 
for  civilians. 

The  Chairman.  Is  there  unanimity  of  opinion  in  the  O.  P.  M.  as 
to  how  this  matter  ought  to  be  handled  ? 

Mr.  Browning.  I  know  nothing  about  what  the  O.  P.  M.'s  present 
opinion  is. 

The  Chairman.  W!hat  was  the  situation  when  you  were  there? 

Mr.  Browning.  I  had  very  little  contact  with  the  priorities  depart- 
ment.    I  was  in  purchases. 

The  Chairman.  I  understand  there  is  not  a  unanimity  of  opinion 
in  the  O.  P.  M.  itself  as  to  how  this  ought  to  be  handled,  that  there 
is  some  controversy  and  argument  as  to  what  is  the  best  thing  to  do 
so  far  as  the  civilian  end  of  the  population  is  concerned. 

Mr.  Browning.  Let's  assume  that  on  nickel,  aluminum,  or  any  one 
of  the  critical  items,  after  a  careful  study  by  a  disinterested  party — 
by  that  I  mean  somebody  who  can  see  both  the  civilian  side  and  the 
Army  side — it  should  be  decided  that  80  percent  of  the  material  was 
to  go  to  the  Army  and  20  percent  to  go  to  civilians.  Then,  let's  say, 
probably  Mr.  Henderson's  department  would  be  given  the  20  percent 
to  assign  to  the  civilian  industry,  because  I  understand  he  is  basically 
interested  in  civilian  supply.  In  that  way  it  would  be  divided  up 
and  we  wouldn't  be  at  cross  purposes  the  way  we  are  today.  Each 
Army  procurement  officer  is  basically  interested  in  seeing  that  he 
gets  the  material  that  he  is  responsible  for  securing. 

The  Chairman.  That  is  true. 

Mr.  Browning.  So  naturally  he  doesn't  work  any  closer  to  his  lower 
limits  than  he  has  to.  He  tries  to  get  his  group  of  manufacturers  to 
have  on  order,  or  on  hand,  as  much  of  the  critical  materials  as  he  can. 
The  Navy  wants  its  share,  or  a  little  bit  more,  if  it  can  get  it,  with  the 
result  that  the  poor  civilian  industry  is  left  on  the  outside  and  we 
don't  know  whether  there  is  plenty  of  the  material  or  not.  It  might 
be  a  difference  of  just  a  very  few  percent  as  to  whether  there  was 
sufficient  to  take  care  of  the  necessity  or  whether  there  was  a  real 
shortage,  and  there  is  a  big  question  in  the  minds  of  the  businessmen 
I  have  talked  to  around  the  country  whether  there  is  actually  a  short- 
age of  most  of  these  critical  items.  They  feel  that  stockpiles  are  being 
built  up  both  in  the  manufacturing  plants,  and  generally,  that  are 
unnecessary,  and  that  the  minute  you  say  "priority,"  you  immediately 
create  a  shortage  by  the  very  mention  of  the  word,  because  everybody 
grabs  everything  he  can  get  his  hands  on  and  hides  it  under  the  cellar 
steps  and  says,  "Well,  I  am  going  to  protect  myself." 

Mr.  Fulton.  As  I  understand  you,  your  position  is  that  by  increas- 
ing the  defense  load  to  the  point  that  is  contemplated,  say  several 
billion  dollars  a  month,  there  is  necessarily  going  to  be  a  shortage  of 
materials.    Is  that  correct  ? 

Mr.  Browning.  That  is  correct. 

Mr.  Fulton.  And  that  shortage  could  be  in  part  taken  care  of  by 
increasing  production. 
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Mr.  Browning.  That  is  right. 

Mr.  Fulton.  And  in  part  taken  care  of  by  substituting  for  civilian 
contracts,  defense  contracts. 

Mr.  Browning.  That  is  right. 

Mr.  Fulton.  In  other  words,  give  the  people  who  are  now  doing 
civilian  work,  defense  work,  and  they  necessarily  will  use  less  ma- 
terials for  civilian  use. 

Mr.  Browning.  That  is  right. 

Mr.  Fulton.  But  there  is  still  a  situation  where  you  can't  even,  by 
increasing  production  and  by  shifting  contracts,  get  enough  materials, 
and  you  have  to  have  priorities  of  some  kind. 

Mr.  Browning.  That  is  right.  Then  you  come  to  the  question  of 
what  is  the  most  important.  Are  we  going  to  have  200,000  men  out  of 
work  in  the  aluminum  industry  or  in  the  outboard-motor  industry,  or 
something  else,  to  provide  that  last  increment  for  the  Army  and  Navy, 
or  just  what  is  our  attitude  to  be?  I  don't  think  any  businessman 
wants  to  see  the  defense  program  hampered  in  any  way.  By  the  same 
token,  he  doesn't  want  to  see  his  business  destroyed  and  his  people 
thrown  out  of  work,  because  there  is  hoarding  of  some  of  these  ma- 
terials or  unnecessary  usage  of  them  by  both  the  Army  and  the  Navy. 
Every  businessman  today  is  finding  substitutes.  It  is  surprising  how 
many  substitutes  you  can  find,  but  there  are  many  items  you  can't 
find  substitutes  for.  Perhaps  a  little  pressure  on  the  Army  and  the 
Navy  and  they  might  find  a  few  substitutes,  too,  for  some  of  the  ma- 
terial they  are  using. 

Senator  Connally.  Doesn't  it  necessarily  follow  if  more  men  are 
diverted  to  the  production  of  war  materials,  defense  materials,  more 
factories,  that  inevitably  there  has  got  to  be  a  shortage  in  civilian 
production  ? 

Mr.  Browning.  That  is  correct. 

Senator  Connally.  Well,  you  can't  expect  civilian  manufacturers 
to  go  on  getting  all  the  supplies  they  formerly  got  and  turn  out  all 
the  stuff  they  formerly  turned  out,  so  somebody  has  to  cut  down. 

Mr.  Browning.  That  is  right. 

Senator  Connally.  And  it  will  have  to  be  the  civilian,  won't  it  ?  It 
will  have  to  be  the  civilian  consumers. 

Mr.  Browning.  Yes;  within  certain  limits. 

Senator  Connally.  What  limits  ?  Here  is  the  national  defense,  and 
we  may  get  into  a  war,  and  all  that.  What  is  more  important  than 
that?  That  should  some  of  us  ride  around  in  new  joy  cars  when  we 
could  use  the  old  one  ?    Is  that  it  ? 

Mr.  Browning.  No. 

Senator  Connally.  What  is  the  limit  ? 

Mr.  Browning.  In  the  case  of  automobiles,  the  automobile  plants 
are  ideally  set  up  to  move  into  defense  work  very  quickly  without 
hurting  the  employees  or  the  manufacturers  or  anyone  else ;  some  other 
industries  are  not.  Say  it  comes  to  a  matter  of  taking  each  one  as  a 
unit  and  taking  the  general  principle.  Part  of  those  people  can  be 
taken  care  of  by  spreading  the  defense  work.  In  other  words,  I  am 
more  concerned  about  the  people  who  are  working  in  these  plants  than 
I  am  about  the  consumer.  The  consumer  can  get  along  with  what  he 
got  along  with  before,  or  less,  but  when  you  have  a  town  that  has  only 
one  factory  in  it,  and  that  factory  is  making  a  product  on  which  the 
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machinery  and  equipment  and  men  aren't  easily  transferable  to  de- 
fense work,  then,  if  it  is  possible,  we  should  continue  that  plant  in  op- 
eration making  civilian  goods.  There  have  to  be  some  civilian  goods 
made.  My  point  is  that  we  should  take  all  three  channels  to  open  the 
thing  up  as  far  as  possible  and  create  the  least  amount  of  injury  to  the 
workers  and  the  civilians. 

Mr.  Fulton.  I  understood  that  you  did  some  work  with  the  O.  P.  M., 
the  Quartermaster  Corps  that  brought  you  at  least  into  some  familiar- 
ity with  priorities  and  how  they  are  set  up.  Can  you  tell  us  how 
priorities  are  ordinarily  set  up,  what  kind  of  studies  underlie  them? 

Mr.  Browning.  We  had  very  little  contact  with  priorities  because 
we  got  together  with  the  manufacturers  and  with  the  procurement 
officer  before  we  sent  out  an  invitation  to  bid,  and  we  planned  our 
buying  so  that  it  fitted  in  between  there  without  creating  the  tight 
bottleneck  that  may  happen  unless  you  do  a  good  planning  job  on 
buying.  We  had  practically  no  priorities.  We  had  no  contact  with 
them. 

Mr.  Fulton.  Your  buying  is  pretty  much  a  buying  job,  the  type 
that  the  mail  order  companies  do  ? 

Mr.  Browning.  Clothing,  textiles,  shoes,  and  items  of  that  kind. 

Mr.  Fulton.  And  you  tried  to  spread  it  over  a  period  of  time  simi- 
lar to  theirs  ? 

Mr.  Browning.  That  is  right. 

Mr.  Fulton.  What  I  meant  on  priorities  was,  Are  the  priorities 
being  fixed  from  the  standpoint  of  the  military  defense,  are  they  fixed 
from  the  standpoint  of  civilians,  or,  so  far  as  you  know,  which  organ- 
izations have  what  authority  in  that  field  ? 

Mr.  Browning.  The  impression  I  get  from  talking  to  manufacturers 
around  the  country  is  that  no  one  quite  knows  how  many  priorities 
are  out,  or  for  what.  The  Army  has  been  issuing  priorities,  the  Navy 
has  been  issuing  priorities,  the  O.  P.  M.  has  been  issuing  priorities, 
and  the  businessman  doesn't  know  how  many  priorities  are  out,  and 
what  the  real  situation  is.  I  don't  know  whether  anyone  else  knows 
that  to  date. 

Mr.  Fulton.  The  problem  you  were  posing  when  you  suggested  a 
remedy  was  to  have  one  group  or  one  man  or  organization  determine 
first  the  quantity  that  would  be  allocated  to  military  defense  needs,  and, 
second,  the  quantity  that  was  to  be  allocated  to  civilian  needs,  and 
then  allow  the  man  below  him  in  charge  of  military  needs  to  set  the 
priorities  for  those  industries,  and  the  one  in  charge  of  civilian  needs 
to  set  the  priorities  for  those. 

Mr.  Browning.  That  is  right. 

Mr.  Fulton.  Could  you  expand  somewhat  on  that  so  as  to  tell  us 
how  that  might  be  worked  out  or  be  made  workable  ? 

Mr.  Browning.  It  looks  a  little  complicated  at  first,  but  let's  assume 
that  we  have  200,000  pounds  of  nickel  available  for  civilian  industries. 
Then,  without  coming  to  Washington,  a  man  could  send  in  an  affidavit 
stating  the  quantity  of  materials  that  he  makes  a  year.  Let's  say  it  is 
electric  irons,  and  the  amount  of  total  man-hours  of  labor,  if  you  will 
go  into  that,  the  total  value  of  the  product,  the  quantity  of  this  critical 
material  that  he  needs,  and  what  that  means  to  the  total;  and  then 
say,  "Well,  all  right,  you  are  making  200,000  irons  a  year,  and  you  are 
employing  1,000  people,  and  you  need  5,000  pounds  of  nickel  to  do 
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that.  All  right,  we  will  draw  that  out  of  this  pool  we  have  of  nickel 
reserve  for  civilian  industries  and  allocate  that  to  that  manufacturer," 
and  so  on  through  the  industry. 

Today  a  manufacturer  comes  to  Washington ;  there  is  no  directive 
posted  in  the  station  down  here  that  tells  him  where  to  go ;  he  comes 
down  here,  and  he  is  short  this  item  and  he  starts  to  go  around  and 
call  on  everybody  he  can  find.  Maybe  he  gets  somewhere  and  maybe 
he  doesn't,  and  it  is  very  confusing  to  him. 

Senator  Mead.  Mr.  Chairman,  if  I  may,  I  believe  that  an  agency  with 
proper  power  or  authority  is  lacking  in  this  defense  set-up  under 
present  conditions,  and  if  we  are  going  to  spread  out  this  program 
and  really  give  some  of  this  work  to  subcontractors,  we  will  have  to> 
have  an  agency  here  clothed  with  sufficient  power  to  do  the  job. 
Doesn't  that  occur  to  you  to  be  the  prime  need  at  present? 

Mr.  Browning.  Well,  it  is  very  evident,  and  I  think  everyone 
realizes,  or  almost  everyone,  that  we  do  need  a  supreme  directive 
authority  in  the  defense  program  that  can  tie  all  this  together.  The 
O.  P.  M.  is  looked  upon,  to  a  large  extent,  as  having  authority.  I  don't 
think  they  have  much  authority  when  it  comes  right  down  to  it. 

The  Chairman.  What  they  have  is  very  decidedly  divided,  isn't  it  ? 

Mr.  Browning.  That  is  right. 

Senator  Mead.  The  set-up  in  the  O.  P.  M.  for  the  purposes  of  spead- 
ing  the  contracts  from  the  big,  prime  contractors  to  the  smaller  con- 
tractors, is  actually  without  power,  as  I  understand  it.  It  is  my 
notion,  if  I  interpret  the  proclamation  that  created  this  authority 
correctly,  that  they  can  only  act  when  the  departments  involved,  in- 
cluding O.  P.  M.,  invite  them  to  act  and  to  give  them  some  advice; 
in  other  words,  they  can  only  step  into  the  picture  when  they  are  asked 
to  do  so  by  some  other  agency. 

Mr.  Browning.  Well,  this  question  of  subcontracts,  I  think,  is  prob- 
ably the  greatest  overrated  idea  that  we  have.  The  theory  that  you 
can  feed  these  prime  contracts  into  a  limited  number  of  contractors 
and  then  depend  on  them  to  subcontract  only  works  within  very  small 
limits.  For  example,  I  was  talking  to  one  manufacturer  who  makes 
metal  chairs,  aluminum  and  steel  metal  chairs  made  out  of  tubing.  He 
employs  around  600  men.  He  wanted,  by  reason  of  losing  his  alumi- 
num tubing,  to  get  into  defense  work.  He  was  told  to  get  a  sub- 
contract, so  he  approached  some  prime  contractors  to  get  a  subcon- 
tract. One  of  the  prime  contractors  was  very  happy  to  take  him  on. 
He  said,  "We  need  tubing,  and  we  will  give  you  a  contract  that  will 
fill  your  tubing  department."  This  man  has,  I  think  he  told  me,  32 
men  in  his  tubing  department.  The  rest  of  the  plant  is  entirely  out  of 
business  if  he  loses  his  tubing  department,  so  if  he  subcontracts  his 
tubing  department  out  to  a  prime  contractor,  then  the  rest  of  his  plant 
and  his  568  people  are  out  of  work  and  can't  do  anything  in  the  rest 
of  the  plant.  That  is  one  of  the  things  that  happens  with  subcontract- 
ing. The  prime  contractor  takes  the  easy  thing  to  do  and  picks  out 
one  set  of  machinery  in  some  subcontractor's  plant  that  completely 
puts  that  man  out  of  the  possibility  of  doing  any  other  work.  So  the 
theory  that  you  can  subcontract  only  has  very  limited  application. 

Senator  Mead.  In  the  illustration  that  you  give  the  committee,  it 
seems  to  me  the  subcontractor  had  the  task  of  going  around  looking  for 
a  contractor  that  would  use  his  shop.    The  point  I  make  is  that  we 
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ought  to  have  some  agency,  some  authority  here  in  Washington,  that 
would  encourage  subcontracting.  If  I  remember  rightly,  this  com- 
mittee was  told  that  Mr.  Mehornay's  division  of  O.  P.  M.,  that  has  to 
do  with  subcontracts  can  only  interfere  when  they  are  asked  for  advice, 
and  they  have  only  been  asked  for  advice  on  $18,000,000  worth  of  work 
out  of  billions  of  dollars'  worth  of  contracts.  You  are  not  going  to 
get  any  place  in  spreading  this  defense  program  with  an  authority 
of  that  particular  type. 

The  job  that  we  are  up  against  is  this :  The  operation  of  priorities, 
which  is  one  function  of  the  Government,  is  constantly  closing  down 
plants  and  interfering  with  the  operations  of  communities.  They  are 
hurting  the  communities,  while  another  agency  that  has  to  do  with  sub- 
contracting can't  even  begin  to  catch  up  with  the  work  of  spreading 
the  contracts  so  that  that  community  might  eventually  enjoy  some  of 
this  defense  business  that  the  country  generally  is  enjoying.  Now,  it 
occurs  to  me  that  the  only  answer  to  the  curtailment  of  industries 
resulting  from  priorities  is  to  rapidly  spread  the  contracts  so  that 
subcontractors  will  have  some  benefit  of  this  defense  program.  That 
requires,  in  my  judgment,  a  real  agency  here  with  authority,  and  it 
requires  more  than  that.  The  small  plant  isn't  readily  available,  as 
you  explained  awhile  ago ;  it  might  have  a  representative  who  would 
find  his  way  to  Washington,  and  arriving  here,  he  would  look  around 
for  some  assistance  as  to  just  where  to  go. 

Mr.  Connally.  Look  around  for  some  Senator,  you  mean. 

Senator  Mead.  He  probably  would  come  into  some  Senator's  office, 
and  it  seems  to  me  that  this  agency  that  should  be  set  up  with  authority 
ought  to  be  able  to  furnish  him  with  information,  with  engineering 
services  if  necessary;  they  ought  to  be  able  to  aid  him  in  securing 
credit,  financial  credit.  For  instance,  if  he  was  allowed  to  participate 
in  a  job  that,  we  will  say,  was  worth  $100,000,  which  was  a  big  one 
for  him,  and  he  had  to  wait  6,  8,  or  10  months  for  his  money,  he  just 
couldn't  take  the  job.  And  then,  again,  this  authority  should  see  to  it 
that  when  bids  are  asked  on  materials,  they  do  not  ask  for  a  billion 
dollars'  worth  of  material;  they  ought  to  break  it  down  so  that  it 
wouldn't  look  too  large  for  the  little  fellow  to  bite  on.  It  occurs  to 
me,  also,  that  our  O.  P.  M.  offices  throughout  the  United  States  ought 
to  have  plenty  of  information,  engineering  information  and  other 
information,  on  all  the  materials  and  all  the  bids  in  which  we  are  con- 
cerned, so  that  the  little  fellow  can  go  there  and  get  plenty  of  informa- 
tion, plenty  of  advice,  plenty  of  direction.  But  the  bottleneck  of  it  all 
is  that  we  haven't  got  an  agency  here  in  Washington  with  capacity 
and  power  really  to  spread  the  national-defense  program  so  that  the 
little  fellow  will  get  his  share  of  it,  and  until  we  get  that  agency,  we 
can  just  talk  about  it  but  we  won't  do  anything  about  it. 

Mr.  Browning.  Do  you  want  me  to  comment  on  that  ? 

Senator  Mead.  You  may. 

Mr.  Browning.  Frankly,  I  don't  think  such  an  agency  can  ever  be 
of  any  great  value  in  this  program  that  we  are  working  on,  because 
in  order  to  function  they  have  got  to  know  as  much  about  the  item,  its 
requirements,  and  what  goes  into  it,  as  the  contracting  officer  that  is 
buying  it.  If  we  could  double  the  number  of  contracting  officers  in- 
stead of  setting  up  a  dual  agency,  and  then  those  contracting  officers 
very  definitely  wanted  to  accomplish  this  point,  they  could  do  a  great 
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deal  more  when  they  let  that  contract  than  some  outside  agency  could 
trying  to  work  along  with  them.  I  think  the  basic  thing  is  to  get  back 
to  the  procurement  officer  of  the  Army,  and  if  he  follows  his  directive 
that  the  Under  Secretary  has  issued,  that  in  itself  will  greatly  spread 
the  work. 

Would  you  be  interested  in  hearing  that  directive,  which  I  think  is 
the  most  important  thing  that  has  been  done  all  through  the  program, 
which  does  instruct  these  officers  to  do  these  very  things  ? 

Senator  Mead.  The  Under  Secretary  of  War,  Mr.  Patterson,1  ex- 
plained his  directive  to  us  at  a  previous  sitting  of  the  committee. 

Mr.  Browning.  That  was  an  earlier  directive,  I  understand. 

Senator  Mead.  Probably  it  was,  but  one  weakness  in  that  is  that 
you  define  a  subcontractor  and  then  subcontracts  might  be  let  to  the 
Bethlehem  Steel  and  the  General  Electric  and  they  have  affiliates  and 
subsidiaries  and  divisions  and  other  agencies  within  their  own  set-up, 
so  they  don't  really  sublet  the  contracts;  they  just  pass  them  on  to 
another  division  within  the  one  big  set-up.  So,  it  occurs  to  me  the 
directive  is  all  right  and  is  a  step  in  the  right  direction  and  it  is 
accumulating  some  good,  making  some  progress,  but  still  we  need  a 
division,  in  my  judgment,  in  O.  P.  M.,  or  some  set-up  with  a  little  more 
authority  than  the  present  division  has.  It  is  just  an  advisory  function 
now. 

Mr.  Browning.  Well,  having  worked  with  the  Procurement  Divi- 
sion of  the  Army,  it  becomes  very  confusing  when  there  is  some  other 
agency  trying  to  parallel  the  work  that  you  are  doing.  If  the  agency 
itself  that  is  doing  the  buying  does  the  right  kind  of  a  planning  job 
when  they  issue  their  invitations  to  bid,  that  in  itself  will  help  spread 
this  work.  We  saw  that  operate  very  effectively  in  the  Quartermaster 
Corps,  wherein  if  we  were  going,  for  instance,  to  buy  shoes,  if  we 
wanted  to  buy  5,000,000  pairs  of  shoes  we  got  together  with  the  leather 
people  and  with  the  shoe  people,  and  we  said,  "What  is  going  to  happen 
if  we  issue  an  invitation  to  bid  today  for  5,000,000  pairs  of  shoes?" 

They  said,  "You  will  completely  disrupt  the  leather  market,  because 
each  leather  marketer  gets  an  option  on  the  quantity  he  is  going  to 
bid  on,  and  you  have  thrown  into  the  market  an  apparent  demand  to 
make  15,000,000  pairs  of  shoes,  so  we  suggest  you  ask  for  only  bids  on 
2,000,000  pairs,  and  when  that  is  digested,  bring  in  another  2,000,000 
pairs." 

We  said,  "All  right ;  we  will  not  give  anv  one  manufacturer  more 
than  15  percent  of  the  order,  so  on  2.000,000  pairs  of  shoes,  that  is 
300,000  pairs."  That  looks  like  a  lot  of  pairs  of  shoes,  but  to  the 
International  Shoe  Co.  that  is  not  a  very  large  order.  Their  percent- 
age to  the  total  industry  is  larger  than  that.  However,  it  would  go 
out  that  way.  Then  when  the  bids  came  in,  we  would  take  each  terri- 
tory, each  Federal  Reserve  district,  and  the  Labor  Department  would 
give  us  the  number  of  shoe  machines  in  each  Federal  Reserve  district ; 
would  then  compare  the  proposed  award  to  the  number  of  machines 
available  to  see  that  it  was  spread  across  the  country  as  evenly  as  pos- 
sible in  relation  to  the  industry,  and  in  that  way  we  were  able  to  give 
a  lot  of  people  business,  to  teach  a  lot  of  people  to  make  Army  shoes, 
and  to  get  what  we  wanted  at  fairly  reasonable  prices. 

1  Hearings,  Part  5,  p.  1387  et  seq. 
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That  same  principle  applies  all  the  way  through.  It  would  be  easier 
to  ask  for  a  bid  on  2,000,000  pairs  of  shoes,  if  somebody  wanted  to  bid 
on  2,000,000,  and  if  he  was  low,  give  him  the  whole  thing.  That  is 
what  can  happen  and  has  happened,  but  by  starting  back  at  the  begin- 
ning of  the  invitation  to  bid  you  can  do  a  great  deal  with  it. 

Senator  Connally.  That  policy  is  being  pursued  now,  isn't  it? 

Mr.  Browning.  That  is  correct. 

Senator  Connally.  Both  by  the  Army  and  the  O.  P.  M.  ?  I  don't 
know  about  the  Navy,  but  for  the  Army  and  O.  P.  M.  they  have  a 
policy  of  undertaking  to  prorate  it  around  and  limit  the  amount  of 
any  one  product  that  certain  manufacturers  can  get. 

Mr.  Browning.  On  some  items  under  this  new  plan  that  has  been 
announced  by  the  Under  Secretary,  that  it  should  apply  on  practi- 
cally all  items,  and  when  that  is  really  working,  that  in  itself  will 
tremendously  spread  this  work. 

Senator  Connally.  I  know  they  pursue  it,  because  in  one  instance, 
I  had  a  case  of  cotton  mattresses;  they  limited  the  number  that  any 
one  manufacturer  could  make  and  went  out  and  paid  other  people  in 
other  sections  of  the  country  more  for  the  mattresses  than  this  manu- 
facturer would  make  them  for,  but  they  did  it  on  the  pretext  of  spread- 
ing the  work  around.    Isn't  that  true  ? 

Mr.  Browning.  That  is  correct. 

Senator  Connally.  And  the  Government  is  paying  a  premium  to 
get  some  of  the  cotton  mattresses  up  in  the  area  of  Chicago  where  they 
raise  a  lot  of  cotton,  you  know. 

Mr.  Browning.  I  think  when  you  add  up  the  cotton  mattresses,  a 
large  percentage  came  from  Texas. 

Senator  Connally.  Certainly  they  came  from  Texas,  all  the  way. 
You  didn't  entirely  kill  our  industry,  but  you  didn't  help  it  much. 
The  reason  is,  the  cotton  is  down  there,  and  the  labor  is  down  there, 
and  they  can  make  them  more  cheaply,  and  have  been  doing  it  all  the 
time. 

Mr.  Browning.  The  northern  manufacturers  complained  and  said 
the  southern  manufacturers  were  getting  more  than  their  share. 

Senator  Connally.  If  you  figure  on  mattresses,  we  are  probably 
getting  more  than  they  are  getting,  but  we  don't  build  tanks  down 
there. 

Mr.  Browning.  And  that  is  the  reason  a  larger  percentage  of  the 
mattresses  was  placed  in  Texas. 

Senator  Connally.  Certainly.  We  ought  to  be  allowed  to  make 
the  things  we  can  make.  We  don't  have  any  steel  mills  down  there, 
we  don't  have  any  boat  companies  out  on  the  plains,  but  we  can  make 
a  lot  of  things,  and  we  ought  to  be  allowed  to  go  ahead  and  make  the 
things  that  we  can  make  better  than  anybody  else,  and  make  more 
cheaply.  But  this  policy  of  spreading  it  around  has  really  cramped 
us  because  it  has  cut  down  our  pro  rata  below  what  it  was  in  peacetime. 

Mr.  Browning.  I  think  about  three-fourths  of  the  mattresses,  or 
two-thirds,  were  purchased  in  Texas. 

Senator  Connally.  They  weren't  in  this  last  letting.  They  may 
have  been  formerly. 

Mr.  Browning.  I  don't  know  about  that.  I  know  the  ones  in  No- 
vember and  December  were. 
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Senator  Mead.  In  spreading  the  contracts  generally,  one  require- 
ment is  speed  of  delivery  in  order  to  meet  the  demands  of  these  camps 
and  cantonments,  and  I  presume  that  some  emphasis  is  placed  on 
speed,  with  considerable  emphasis  placed  on  price,  but  some  emphasis 
on  speed  is  also  a  necessity. 

Mr.  Browning.  The  delivery  dates  were  fixed  and  everybody  bid  on 
the  same  delivery  date. 

Senator  Mead.  In  some  of  these  camps  and  cantonments,  however, 
some  of  the  soldiers  arrived  before  all  the  equipment  was  there,  and 
speed  was  really  necessary. 

Mr.  Browning.  That  wasn't  because  they  didn't  have  the  material; 
that  was  because  the  distribution  scheme  fell  down  somewhere,  or 
the  plans  were  changed  as  to  the  number  of  men  that  were  going  to 
be  in  the  camp,  and  therefore  the  material  wasn't  there.  I  know  of 
one  case  where  they  expected  8,000  men  from  a  National  Guard  unit, 
and  12,000  men  arrived.  When  you  send  the  material  for  8,000  and 
12,000  arrive,  you  are  going  to  be  short  of  some  material  temporarily. 

Senator  Mead.  When  a  situation  like  that  developed,  then  speed 
was  more  necessary  than  ever. 

Mr.  Browning.  That  is  right. 

Senator  Mead.  That  is  what  I  said. 

Senator  Connally.  That  matter  can  be  controlled  largely,  though, 
by  the  contracting  officers  giving  bonuses  or  premiums  for  quick  de- 
liveries, or  penalties  for  late  deliveries,  can't  it  ? 

Mr.  Browning.  You  can  accomplish  that  by  two  things.  First,  in 
your  invitation  to  bid,  you  put  in  a  liquidated  damage  clause  for  late 
deliveries,  or  you  can  put  out  two  invitations  to  bid,  one  asking  for  a 
certain  quantity  with  a  short  delivery  date,  and  another  invitation 
asking  for  a  quantity  at  a  later  delivery  date,  so  the  men  who  are 
equipped  to  make  it  fast  get  in  on  the  first  bid  and  usually  bid  a  little 
higher  than  the  men  who  bid  on  the  second  bid,  or  they  might  bid  on 
both. 

The  Chairman.  That  is  all,  Mr.  Browning,  thank  you  very  much. 

Mr.  Leon  Henderson,  will  you  be  sworn,  please?  Do  you  solemnly 
swear  to  tell  the  truth,  the  whole  truth,  and  nothing  but  the  truth,  so 
help  you  God  ? 

Mr.  Henderson.  I  do. 

TESTIMONY  OF  LEON  HENDERSON,  ADMINISTRATOR,  OFFICE  OF 
PRICE   ADMINISTRATION  AND   CIVILIAN   SUPPLY,    OFFICE   OF 

EMERGENCY  MANAGEMENT 

The  Chairman.  Give  your  name  and  connections,  Mr.  Henderson, 
please,  to  the  reporter. 

Mr.  Henderson.  My  name  is  Leon  Henderson  and  I  am  Adminis- 
trator of  the  Office  of  Price  Administration  and  Civilian  Supply. 

The  Chairman.  Mr.  Henderson,  we  had  Mr.  Stettinius  here  yester- 
day discussing  priorities,  and  I  asked  him  some  questions  regarding 
the  use  of  priorities  so  far  as  the  civilian  population  was  concerned, 
and  he  couldn't  give  me  any  answer.  He  said  his  business  was  to  see 
that  the  Army  and  Navy  got  everything  they  wanted,  and  he  didn't 
seem  to  care  very  much  whether  the  civilian  population  was  taken  care 
of  or  not. 
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Your  duty  is  to  see  that  civilian  priorities  are  properly  allocated? 

Mr.  Henderson.  That  is  correct. 

The  Chairman.  You  have  absolute  authority  to  do  that  ? 

Mr.  Henderson.  We  have  authority  under  the  President's  Executive 
order  creating  my  office ;  yes,  sir. 

The  Chairman.  I  would  like  very  much  to  have  you  state  for  the 
information  of  this  committee  just  exactly  how  it  works,  and  what  your 
policy  of  procedure  is,  and  what  you  propose  to  do. 

Senator  Connally.  Mr.  Chairman,  may  I  suggest,  don't  you  think 
at  this  point  it  would  be  well  for  the  witness  to  put  in  the  record  the 
President's  Executive  order  ? 

The  Chairman.  If  you  will  do  that,  Mr.  Henderson. 

Senator  Connally.  That  is  the  basis  of  all  his  authority.  I  think 
it  ought  to  go  in  the  record.    Is  it  too  long  ? 

The  Chairman.  All  right ;  we  will  make  that  part  of  the  record  at 
this  point. 

(The  document  referred  to  was  marked  "Exhibit  No.  89"  and  is 
included  in  the  appendix  on  p.  1879.) 

PURPOSE  AND  FUNCTIONS  OF  OFFICE  OF  PRICE  ADMINISTRATION  AND  CIVILIAN 

SUPPLY 

Mr.  Henderson.  The  intention  of  the  Executive  order  creating  my 
office,  so  far  as  civilian  allocation  is  concerned,  is  that  after  the  military 
needs  have  been  preempted  by  a  priority,  the  residual  supply  should  be 
equitably  distributed  among  competing  civilian  demands.  My  office 
was  created  about  the  middle  of  April,  and  it  included  the  consumer- 
protection  work  being  done  by  Miss  Elliott  under  the  old  National 
Defense  Advisory  Commission,  my  own  work  on  prices,  the  matter  of 
stimulation  of  civilian  supply  and  this  civilian  allocation. 

In  about  a  month  I  got  a  director  of  the  Civilian  Allocation  Divi- 
sion, and  in  another  month  we  were  ready  for  our  first  plans  and  pro- 
grams on  this  allocation  of  the  residual  supplies. 

Our  first  attention  was  given  to  the  maintenance  of  the  public  facili- 
ties in  this  country.  It  seemed  that  the  primary  need  for  any  residual 
supplies  was  for  transportation,  public  utilities,  and  for  the  health 
services,  for  the  maintenance  of  fire  and  police  protection;  in  other 
words,  that  the  first  claim  that  the  civilian  population  would  want 
made  on  what  was  left  over  would  be  for  keeping  the  economy  going, 
and  so  our  first  allocations  were  along  that  line. 

I  would  like  to  point  out  that  whereas  the  priorities  created  by  the 
Army  and  Navy  Munitions  Board  are  vertical  in  character — that  is, 
they  are  a  preemption  of  a  certain  material  for  defense  orders — ours 
was  a  job  on  a  horizontal  basis  of  trying  to  keep,  in  the  first  instance, 
the  economy  at  work. 

It  seemed  to  us,  also,  that  since  it  was  almost  inevitable  that  new 
goods,  new  appliances,  new  mechanical  apparatus  which  competed  with 
the  defense  needs  for  the  available  supplies,  particularly  of  metals, 
would  be  foreshortened,  there  would  be  a  greater  demand  for  repair 
parts — that  is,  for  the  maintenance  of  the  existing  load  of  equipment 
which  the  whole  Nation  possesses  in  the  way  of  automobiles,  trans- 
portation, farm  equipment,  and  things  like  that. 

So  our  next  level  was  on  the  repair  end. 
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It  seemed,  also,  from  our  studies  of  the  transportation  facilities,  that 
because  of  such  things  as  the  diversion  of  tankers  for  the  oil-ferry 
service,  and  because  of  the  greatly  increased  strain  on  the  railroads, 
that  new  equipment  would  have  to  be  built  in  the  way  of  barges,  pipe 
lines,  and  railroad  cars,  and  among  our  earliest  efforts  was  to  try  to  say 
that  this  should  have  prior  consideration. 

Then  our  attention  has  to  be  given  to  this  newly  created  and  fore- 
shortened residue  as  to  allocation  among  the  industries  which  are 
producing  civilian  goods,  and  in  that  an  entirely  different  set  of  con- 
siderations comes  into  the  picture.  In  determining  which  of  the 
industries  producing  civilian  goods  are  to  be  given  the  first  call  on 
materials,  we  have  to  take  into  account  what  the  existing  supply  of 
materials  is.  As  in  the  case  of  automobiles,  we  have,  you  might  say,, 
in  this  country  a  pretty  large  stockpile,  something  over  27,000,000 
passenger  cars,  I  believe ;  in  other  words,  what  the  civilian  population 
has  that  it  can  postpone  for  some  time  to  come. 

Secondly,  we  had  to  determine,  and  will  have  to  determine  in  these 
residuals,  what  is  the  effect  on  the  working  population,  what  is  to  be 
the  dislocation,  and  we  have  to  take  into  account  what  is  likely  to  be 
the  effect  on  small  industries,  and  particularly  on  the  one-industry 
towns. 

I  haven't  begun  to  indicate  the  number  of  civilian  industries  that 
are  not  touched  by  the  defense  program,  but  are  touched  by  O.  P.  M., 
because,  as  Mr.  Browning  has  pointed  out,  they  need  a  small 
amount  of  material,  of  an  essential  material,  heating  elements,  and 
things  like  that,  to  keep  going.  As  fast  as  we  could  talk  with  those 
industries,  we  have  been  getting  up  a  plan  and  program  which  we 
turn  over  to  Mr.  Stettinius'  division  for  administration  and  policing. 
In  other  words,  when  my  order  was  created  I  met  promptly  with  Mr. 
Stettinius  as  to  how  we  would  operate,  and  it  had  always  been  clear 
to  me  that  a  company  ought  to  deal  Avith  one  Government  agency 
in  the  distribution  of  all  its  materials. 

The  Chairman.  Now  that  is  common  sense.  The  people  come  here 
and  they  run  around  like  a  dog  chasing  its  tail.  They  never  do  find 
the  fellow  with  authority  who  can  tell  them  what  to  do.  One  agency 
can  find  out  what  they  ought  to  do.     How  are  we  going  to  get  that? 

Mr.  Henderson.  This  was  highly  acceptable  to  Mr.  Stettinius.  It 
seemed  logical  that  we  would  take  these  residues,  make  the  best  job 
that  we  could  on  the  initial  allocation,  turn  them  over  to  him,  and 
he  would  make  the  priorities  as  far  as  those  materials  and  the  in- 
dustries affected  were  concerned. 

Now,  that  plan  is  a  workable  plan,  but  there  is  an  element  in  the 
picture  which  I  believe  may  have  been  overlooked  as  far  as  the  work- 
ability of  this  priority  system  is  concerned.  Almost  unnoticed,  and 
particularly  due  to  the  increasing  defense  program,  and  running 
along  at  the  same  time  as  an  enormously  stimulated  demand  for 
civilian  goods,  the  amount  of  chromium  and  nickel  wire,  almost 
entirely  needed  for  the  existing  defense  program,  had  gotten  very, 
very  scarce.  As  fast  as  a  defense  order  is  placed  the  manufacturer 
undertakes  to  get  a  forward  commitment  on  delivery  of  steel,  alumi- 
num, nickel,  and  copper  in  order  to  meet  his  schedules.  In  recent 
months  the  automobile  industry,  as  you  know,  has  had  almost  a 
record  development,  and  that  is  true  of  what  we  call  consumers' 
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durable  goods,  generally,  and  there  has  been  a  great  deal  of  metal 
already  fabricated  or  delivered  to  these  competing  civilian  indus- 
tries; and  when  we  have  made  an  allocation  order  for  boxcars, 
for  anything  having  to  do  with  transportation,  for  anything  having 
to  do  with  farm  supplies,  or  have  attempted  to  secure  some  needed 
material  for  an  industry  that  couldn't  go  on  with  employment 
and  production  without  it,  the  manufacturer's  books  are  already  full 
and  he  has  had  to  put  these  new  orders  clear  at  the  end. 

Take  the  case  of  boxcars.  I  had  a  discussion  with  Mr.  Bucld,1  who 
is  in  charge  of  transportation,  last  week.  We  saw  eye  to  eye  with  him 
on  the  need  of  the  making  of  boxcars ;  in  fact,  we  were  losing  about 
75  boxcars  a  day  that  would  have  been  made  if  the  materials  were 
there,  and  we  gave  him  a  preference  as  far  as  the  civilian  supply  was 
concerned.  That  went  to  Mr.  Stettinius,  and  Mr.  Stettinius  moved 
it  up  in  the  priorities  to  A-3.  But  already  under  A-l  there  was  this 
tremendous  concentration  of  orders  for  all  kinds  of  things  that  were 
absolutely  necessary  to  defense:  Army  and  Navy  orders,  orders  for 
ships,  orders  for  shipyards,  an  expansion  of  the  bomber  program,  and 
things  like  that.  And  so  it  becomes  increasingly  difficult  to  get 
prompt  delivery  under  even  an  A-3  priority. 

This  and  other  considerations  were  what  led  me  to  call  a  series 
of  meetings  with  the  consumer  durable  goods  industry  and  discuss 
with  them  plans  for  cutting  down,  and  to  try  to  go  at  this  thing  on 
an  industry  basis,  because  it  was  clear  to  me  that  as  long  as  these 
civilian  industries  were  allowed  to  continue  to  make  as  much  as  they 
could,  they  would  do  it,  and  they  would  not  get  transferred  to  defense 
industries.  There  wouldn't  be  the  pressure  on  them  to  get  defense 
contracts,  and  the  supplies  would  go  to  the  industries  and  the  com- 
panies that  were  most  efficient  in  getting  these  supplies. 

We  had  reports  of  one  company  that  had  82  expediters  out  in  the 
field,  and,  as  I  used  the  expression,  literally  scraping  the  bottom  of 
the  barrel  as  far  as  essential  materials  were  concerned.  That,  of 
course,  meant  that  when  a  small  industry,  or  some  industry  needing 
an  essential  element,  wanted  to  get  some  of  this  material,  it  just  was 
not  in  existence,  and  from  our  surveys  over  the  past  5  to  6  weeks,  we 
could  see  that  if  this  situation  were  allowed  to  run  we  would  have 
a  very  chaotic  situation,  that  the  supplies  would  not,  except  by  an 
almost  miraculous  fortuitous  set  of  circumstances,  be  in  the  hands  of 
the  industries  which  the  civilian  population  would  want  them  to  be 
in,  but  they  would  be  in  the  hands  of  the  industries  that  had  the 
biggest  pocketbooks,  the  best  organizations  for  collecting  materials, 
and  the  greatest  energy  in  seeing  that  they  could  secure  them,  and  in 
some  cases  the  ability  to  apply  pressure. 

Let  me  say  this  without  criticism  of  the  larger  industries,  that  it 
ought  to  be  obvious  that  if  you  are  a  big  buyer  from  a  supplier  in 
ordinary  peacetime  and  you  get  to  a  critical  stage  like  this,  that  sup- 
plier is  going  to  be  under  extreme  pressure  if  an  expediter  comes  to 
him  and  says,  "We  want  this  material,  and  if  we  don't  get  it  we  will 
be  looking  to  some  of  your  rivals  when  all  this  thing  gets  straightened 
out." 


1  Ralph  Budd,  commissioner  of  The  Transportation  Divison  of  the  Office  for  Emergency- 


Management 
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Now,  that  has  been  going  on,  and  it  is  one  of  the  things  I  think 
Mr.  Stettinius  recognizes,  and  certainly  he  is  making  his  plans  to 
correct  it. 

But  what  is  causing  the  confusion,  and,  gentlemen,  what  I  feel  is 
going  to  give  us  a  very  acute  6-month  period,  is  the  fact  that  the 
existing  supplies,  which  might  in  some  cases  be  ample  if  equitably 
distributed,  are  not  in  the  industries  which  the  civilian  community 
would  choose  as  being  the  more  essential  rather  than  the  least 
essential. 

The  Chairman.  In  other  words,  there  wouldn't  be  a  shortage  if  the 
materials  hadn't  already  been  cornered  by  the  fellows  who  are  able  to 
corner  them.     Is  that  correct? 

Mr.  Henderson.  In  some  cases  that  is  absolutely  correct.  You 
have  put  your  finger  on  it,  Mr.  Chairman,  because  those  materials 
under  the  existing  priorities  set  up  are  not  allocable.  You  see,  the 
priorities  system  is  a  system  of  service  of  what  comes  off  a  production 
line;  that  is,  in  the  case  of  copper  (and  it  is  something  I  have  quite 
a  bit  of  familiarity  with)  we  can  make  plans  and  programs  for  what 
copper  is  currently  being  produced,  plus  the  total  that  we  are  getting 
from  South  America,  but  we  have  not  yet  gotten  into  the  question 
of  how  large  are  the  inventories  and  how  much  might  be  held  in 
speculative  hands. 

The  Chairman.  Is  there  any  effort  being  made  to  get  that  informa- 
tion ? 

Mr.  Henderson.  Yes;  and  it  is  a  thing  which  both  Mr.  Stettinius 
and  myself  expect  to  devote  our  attention  to.  We  are  quietly  check- 
ing up  on  a  number  of  tight  situations.  There  has  been  a  very,  very 
decided  increase  in  the  use  of  warehouses  in  the  last  few  months.  I 
know,  for  example,  that  right  in  this  town  we  have  discovered  that  a 
certain  consumer  durable  goods  product,  which. will  have  to  be  cut 
down  as  far  as  manufacture  in  the  months  to  come,  has  been  stored 
in  very  liberal  quantities  so  that  the  supply  is  already  there.  That 
is  a  finished  product.  If  that  is  true  of  the  finished  product,  it  is 
certainly  true  as  far  as  the  materials  that  would  make  this,  and  the 
inventory  situation  is  probably  the  next  thing  which  has  got  to  be 
canvassed  in  connection  with  priorities. 

Senator  Mead.  Could  you  receive  any  help  from  the  Bureau  of  the 
Census  insofar  as  an  inventory  of  available  material  is  concerned? 

Mr.  Henderson.  Yes ;  and  we  have  at  this  time  better  information 
on  the  status  of  inventories  than  we  ever  had  before,  but  information 
as  to  who  actually  holds  them  we  do  not  have.  That  is  going  to  call 
for  field  work,  and  it  is  going  to  be  a  painstaking  kind  of  job. 

But  when  we  call  in  these  consumer  durable  goods  industries  in 
our  next  series  of  meetings,  we  are  going  to  ask  for  a  statement  of 
their  inventory  position,  and  if  they  have  ample  to  meet  the  schedules 
that  we  lay  down,  we  will  ask  Mr.  Stettinius,  through  his  priorities 
system,  not  to  allow  additional  supplies  of  those  materials  to  go 
to  those  producers  with  the  ample  inventories. 

The  Chairman.  That  sounds  like  common  sense  to  me. 

Mr.  Henderson.  Well,  I  think  there  is  one  thing,  as  I  say,  which 
lias  been  overlooked,  and  that  is  the  pace  at  which  American  industry 
has  been  going,  and  that  pace  has  not  been  really  fully  reflected  in 
the  rate  of  business  activity.    Mr.  Browning  said  we  haven't  got  up 
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to  $1,000,000,000  a  month  yet  as  far  as  expenditures  go,  but  as  far  as 
the  contracts  for  steel  to  go  into  ships,  they  have  already  been  pre- 
empted. He  was  talking  about  the  amount  of  money  that  has  been 
spent.  In  most  of  the  consumer  goods  industries,  the  durable  ones, 
such  as  refrigerators,  and  all  things  like  that,  we  were  running  in 
recent  months  35,  40,  to  50  percent  higher  than  the  highest  level  that 
had  ever  been  attained  before,  and  that  tremendous  sweep  of  activity 
coming  along  with  what  you  might  call  the  hidden  amount,  that  is, 
the  ordering  ahead  for  defense  orders,  or  even  for  civilian  anticipated 
production,  didn't  reflect  itself  in  the  amount  of  Government  pay- 
ments, and  although  it  seemed  last  fall,  when  I  was  on  the  old  Pri- 
orities Board,  that  we  would  have  this  problem  soon,  it  seemed  that 
we  would  have  enough  time  to  turn  around  in. 

Another  matter  which  has  contributed  has  been  what  I  would  call 
a  failure  on  all  of  our  parts  to  see  what  the  total  demand,  that  is  the 
civilian  plus  defense,  would  be,  and  to  make  the  provision  for  ample 
supplies.  In  the  case  of  copper,  we  have  in  this  country  roughly  avail- 
able about  1,000,000  tons.  Well,  in  the  early  fall  that  seemed,  together 
with  some  additions,  say,  from  South  America,  of  maybe  50,000  tons, 
enough  for  what  the  civilian  economy  would  need  plus  the  defense, 
but  there  has  been,  as  you  know,  an  increasing  amount  of  defense  ap- 
propriation, and  nearly  all  the  auxiliaries,  like  utilities  and  trans- 
portation, have  had  to  be  expanded,  and  then  there  has  been  this  great 
outpouring  of  defense  money,  and  people,  eager  to  buy,  have  gone  in, 
and  that  stimulated  the  civilian  industries.  As  a  result  we  are  short 
on  copper,  despite  the  fact  that  we  have  got  the  million  tons  here 
in  America,  half  a  million  tons  in  the  South  American  production 
which  Jesse  Jones  has  bought,  and  we  still  could  use  about  300,000 
tons  more,  and  if  all  the  industries  could  run  full  we  could  use  another 
half  million  tons. 

Senator  Connally.  You  mean  both  civilian  and  military. 

Mr.  Henderson.  Yes,  sir. 

Senator  Connally.  Have  we  got  enough  for  the  military? 

Mr.  Henderson.  Yes,  sir;  there  will  be  times,  as  I  think  Admiral 
Towers  pointed  out,  however,  that  you  can't  get  all  of  it  as  fast  as  you 
want  it,  even  for  defense. 

As  far  as  the  A-l  priorities  go,  I  can  recall  one  item  of  $1,800,- 
000,000,  most  of  which  is  right  in  the  A-l  priorities.  Well,  everybody 
wants  deliveries  to  be  prompt,  but  in  the  case  of  steel  there  has  been 
a  confusion,  it  seems  to  me,  as  to  whether  or  not  an  expansion  of  steel 
is  needed.  The  need  would  be,  it  seems  to  me,  for  about  10,000,000  tons 
of  steel  per  month,  which  calls  for  a  capacity  of  about  120,000,000, 
whereas  if  you  could  wait  and  make  your  orders  all  in  one  month,  that 
is,  the  least  essential  could  wait  until  next  May  or  June  before  they  got 
their  steel,  considerably  less,  perhaps  100,000,000  tons  would  do,  but 
the  orders  that  are  already  there,  if  you  wanted  to  have  a  smoothly 
functioning  system  for  the  next  6  months,  would  call  for  10,000,000 
tons  of  steel  a  month. 

All  these  things  taken  together,  plus  some  others,  have  indicated 
to  me  that  as  far  as  the  civilian-allocation  program  is  concerned,  we 
are  faced  with  a  pretty  serious  6  months  ahead,  and,  while  it  might 
look  as  though  we  were,  in  our  planning  program  for  the  automobile 
and  refrigerator  industry,  and  other  industries,  actually  going  to  cut 
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down  their  production,  the  thing  which  is  going  to  cut  it  down  is  the 
lack  of  materials ;  that  is,  that  cut  would  come  regardless  of  whether 
the  Government  took  any  action,  and  it  seems  imperative  to  me  that 
the  Government  take  action  and  get  as  much  order  into  the  picture  as 
possible,  and  also  prevent  some  industries  from  getting  tremendous 
supplies  that  you  could  not  reach  through  the  allocation  system.  It 
may  be  necessary  to  try  other  means  of  getting  some  of  those  materials. 

EFFECT    ON    SMALL   BUSINESS    OF    PLACING    DEFENSE    ORDERS    WITH    LARGE, 
INTEGRATED  COMPANIES,  AND  EFFORTS    MADE  TO   RELIEVE   CONDITIONS 

The  Chairman.  What  effort  are  you  making  to  see  that  the  little 
fellow  who  is  not  able  to  run  a  "corner"  on  materials  is  taken  care 
of  in  essential  matters  of  the  sort  that  will  keep  him  running  ? 

Mr.  Henderson.  There  are  several  things  we  are  doing,  none  of 
which  is  adequate.  As  a  matter  of  fact,  I  am  in  touch  with  Senator 
Murray's  committee  x  right  now,  the  Committee  on  Small  Business, 
and  I  have  asked  for  a  meeting  with  that  committee  to  make  sugges- 
tions to  me  as  to  how  we  can  put  right  into  our  organization  some  set-up 
truly  representative  of  the  small  industrialist,  so  that  he  will  know 
where  he  can  go  in  this  competition.  If  we  don't  do  that  and  don't  take 
into  account  the  small  industry,  the  thing  that  I  spent  so  many  days 
in  this  same  room  talking  about,  monopoly,  is  sure  to  be  greatly 
intensified  in  the  post-war  period. 

Now  we  undertake,  on  what  I  would  call  an  ad  hoc  basis,  when 
we  run  into  an  industry  that  is  in  perilous  shortage  of  its  material,  to 
see  what  can  be  done,  and  I  want  to  say  that  the  Priorities  Division 
which  Mr.  Stettinius  runs  tries  also  to  do  that.  But  the  nature  of  the 
organization  of  American  industry,  the  representation  that  the  larger 
can  have  in  Washington  which  the  small  man  of  many,  many  numbers 
can't  have,  makes  it  almost  inevitable  that  he  will  be  overlooked. 

I  am  meeting  this  afternoon  with  the-  head  of  the  Illinois  Manufac- 
turers' Association  to  talk  over  what  his  canvass  showed.  About 
3  weeks  ago  he  came  in  to  see  me  and  said,  "We  have  several  hundred 
manufacturers  that  have  less  than  100  employees.  All  of  them  are 
acutely  affected.  We  want  to  know  what  we  can  do  to  insure  that  we 
get  what  is  our  proper  share  of  what  is  left  over  after  defense." 

We  have  also  talked  with  the  American  Small  Business  Congress. 

Senator  Connally.  Let  me  ask  you  right  there  wouldn't  it  be  pos- 
sible for  you  to  compile  data  through  these  manufacturers'  associations, 
the  census,  or  some  other  way,  as  to  what  the  normal  operations  of 
these  companies  are  all  over  the  country  ? 

Mr.  Henderson.  Yes,  sir ;  and  we  are  doing  that. 

Senator  Connally.  And  prorate  your  allocations  and  your  priori- 
ties comparable  to  what  they  have  been  getting?  I  mean  by  that  if 
we  are  going  to  reduce  everybody  20  percent,  cut  them  all  20  percent, 
and  let  the  little  fellow,  like  the  big  one,  have  his  prorate. 

Mr.  Henderson.  That  is  correct. 

Senator  Connally.  Are  you  working  on  that? 

Mr.  Henderson.  Yes,  sir.  In  the  last  2  weeks,  when  we  called  our 
committees  in  of  these  durable  goods  industries,  we  asked  the  entire 


1 A  Special  Committee  of  the  United  States  Senate  to  Study  Problems  of  American 
Small  Business,  pursuant  to  Senate  Resolution  298,  Seventy-sixth  Congress,  Senator 
James  E.  Murray,  Montana,  chairman. 
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list  of  manufacturers  to  come  in;  and  when  we  make  our  allocation 
in  any  one  of  these  industries  we  intend  to  see  that  it  is  done  with  all 
of  the  companies  in  mind.  We  have  been  following  the  English  expe- 
rience, and  they  have  been  confronted  with  this  same  difficulty,  and  I 
expect  that  one  of  the  things  we  ought  to  do  in  order  to  conserve  the 
real  fabric  of  small  industry  is  to  be  more  generous  with  them  in  the 
allocation  of  materials  than  we  are  with  the  larger  companies  that 
can  get  defense  orders.  I  agree  with  Mr.  Browning — it  is  very  diffi- 
cult to  get  a  subcontract,  and  it  is  even  more  difficult  for  a  small  man, 
and  it  seems  to  us  that  one  of  the  considerations  that  we  have  got  to 
give  is  the  granting  of  higher  allotments  to  small  industries  than  we 
do  to  the  larger  industries. 

Senator  Connally.  Isn't  that  accentuated,  too,  by  the  fact  that  the 
War  and  Navy  Departments  as  a  general  rule  give  the  defense  contracts 
to  the  big  concerns  ? 

Mr.  Henderson.  I  think  it  is  accentuated  and  I  think  in  the  early 
days  of  the  contracting  that  was  almost  an  inevitable  thing. 

Senator  Connally.  Isn't  that  true,  and,  therefore,  oughtn't  that 
liberalize  your  civilian  policy  toward  the  small  fellow?  The  big 
man  has  got  his  plant  going  for  defense,  he  is  making  a  lot  of  money, 
and  so  forth  and  so  on.  The  Army  and  Navy  have  a  lot  of  fellows 
that  come  in  and  want  a  contract,  and  here  is  a  big  concern  that  they 
know  can  certainly  do  it,  and  it  is  less  trouble  to  them  to  just  say, 
"All  right,  Mr.  Big  Man,  go  ahead,  we  know  you  can  do  it.  You  are 
big  and  strong  and  powerful  and  we  don't  want  to  bother  with  these 
little  fellows,  allocating  it  around."  Isn't  that  the  attitude  of  the 
Army  and  Navy,  both  ? 

Mr.  Henderson.  I  think  that  was  the  attitude  in  the  days  when  I 
was  serving  on  the  Defense  Commission,  but  that  was  a  necessary 
result,  Senator  Connally,  of  the  M-day  program. 

Senator  Connally.  Whether  it  was  necessary  or  not,  it  was  a  fact. 
It  is  a  fact  now,  isn't  it? 

Mr.  Henderson.  I  think  it  has  been  mitigated  some,  but  I  think  we 
have  got  to  go  to  lengths  unheard  of  in  breaking  down  the  big  con- 
tracts into  things  which  the  small  manufacturer  can  make.  I  think 
we  have  got  to  have  somewhere  here  in  Washington,  as  far  as  this 
tremendous  volume  of  defense  contracts  is  concerned,  almost  a  depart- 
ment  store,  and  then  a  small  manufacturer  can  come  in  and  see  what 
he  can  take  off  that  table.  In  other  words,  a  great  amplification  of 
what  Knudsen  was  doing  in  Detroit  in  breaking  down  a  plane  into  its 
small  elements,  and  then  asking  the  manufacturers  in  that  district 
to  come  and  see  what  they  could  take  off  that  table.  I  think  that  prin- 
ciple has  got  to  be  carried  to  lengths  we  haven't  dreamed  of  if  the 
small  manufacturer  is  to  get  something  off  this  table.  There  is  going 
to  be  enough  defense  contracts  and  they  are  going  to  be  wanted  in  a 
short  enough  time,  so  that  that  can  be  done.  You  take  the  total  volume 
of  demand  for  civilian  goods  and  the  total  volume  of  defense  con- 
tracts, and  if  they  are  brought  together,  we  ought  not  have  a  tremen- 
dous dislocation. 

Senator  Connally.  Let  me  ask  you  now,  you  are  talking  about 
the  Army  and  Navy  giving  most  of  the  contracts  to  the  big  concerns. 
Take  ammunition  and  powder.  You  say  anything  to  the  Army  and 
Navy  about  powder  and  the  first  thing  they  say  is  "du  Pont.    We  will 
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get  du  Pont  to  do  that."  In  establishing  these  new  plants,  they  are 
turning  over  practically  everything  to  Mr.  du  Pont,  without  going 
into  the  question  of  whether  other  people  are  able  to  do  it.  It  is 
suggested  that  they  gave  some  big  contract  to  the  Coca-Cola  Co.  not 
to  make  Coca-Cola  but  to  make  something  else.  And  Goodrich  Rub- 
ber were  given  a  contract  down  in  my  State  to  run  a  big  shell-loading 
plant. 

The  Chairman.  Procter  &  Gamble  the  same  way. 

Senator  Connally.  Goodrich  Tire  knows  nothing  about  shell  load- 
ing. They  load  their  tires  with  a  bigger  price  than  they  ought  tot 
but  that  is  all  they  know  about  loading.  But  they  have  a  big  organiza- 
tion, they  know  they  can  do  it,  and  we  just  turn  it  over  to  them.  Isn't 
that  all  through  this  whole  defense  program,  that  the  bigger  fellow 
is  getting  bigger  and  the  little  fellow  is  getting  littler  ? 

Mr.  Henderson.  I  think  that  would  be  the  natural  consequence  of 
going  on  the  way  we  are  going  now,  which  means  I  agree  with  you 
that  is  what  is  being  done. 

Since  the  O.  P.  M.  was  created,  and  certainly  since  O.  P.  A.  C.  S., 
my  office,  was  created,  I  have  confined  myself  exclusively  to  the  civil- 
ian end  of  the  economy.  That  was  the  natural  division  which  the 
President  made,  and  what  he  had  in  mind.  When  he  announced 
O.  P.  M.  to  the  old  Defense  Commission,  he  said  they  would  be  re- 
sponsible for  military  production.  When  my  office  was  created,  it 
was  intended  that  we  would  be  responsible  on  the  civilian  end.  I 
have  taken  no  part  in  the  letting  of  military  contracts.  I  have  taken 
no  part  in  any  determination  as  to  whether  tanks  or  guns  or  big  planes 
should  be  made ;  I  have  had  nothing  to  do  with  the  expedition  of  big 
contracts;  none  of  the  letting  of  the  quartermaster  orders.  I  have 
been  completely  out  of  that  for  several  months  and  I  can't  speak 
directly  to  point. 

Senator  Connally.  But  under  your  Executive  order  it  is  your  duty 
to  advise  these  departments,  isn't  it? 

Mr.  Henderson.  And  we  are  doing  that.  We  are  doing  that  as  far 
as  the  distribution  of  these  residual  materials  are  concerned. 

Senator  Connally.  But  under  that  Executive  order,  as  I  read  it, 
you  are  authorized,  and  in  fact  directed,  to  advise  the  Army  and  the 
Navy,  not  with  regard  to  civilian  consumption  but  with  regard  to  their 
own  contracts  and  materials  and  purchases  and  things  of  that  kind, 
and  it  seems  to  me  that  since  that  is  part  of  your  duty,  you  might  very 
well  talk  to  the  Army  and  Navy  about  this  disposition  they  have  to 
feed  these  contracts  all  out  to  the  big  concerns  and  starve  the  little 
fellows  to  death.  Of  course,  it  is  much  easier  for  an  Army  or  Navy 
man  to  say,  "This  is  a  big  outfit,  it  is  all  right ;  it  won't  bother  me,  I 
can  get  rid  of  this  detail,"  and  so  forth  and  so  on.  I  have  had  some 
contacts  with  them  about  matters  of  that  kind  and  that  seems  to  be 
their  attitude.    They  don't  say  that  but  they  act  that  way. 

Mr.  Henderson.  I  sat  with  Secretary  Patterson,  incidentally,  in  the 
early  days  when  there  was  a  question  of  giving  a  contract  on  powder 
to  somebody  else,  and  I  know  he  gave  earnest  consideration  to  that 
matter,  and  he  felt  that  if  he  made  a  mistake  and  there  was  a  shortage 
of  powder  in  this  country  that  he  would  be  blamed,  and  he  thought 
he  ought  to  take  the  rap  on  picking  a  manufacturer  known  to  be  able 
to  produce  powder,  and  that  he  could  handle  that  better  than  he 
could  a  shortage  of  powder. 
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Senator  Connally.  With  all  the  scientists  we  have  in  the  Govern- 
ment— and.  I  think  we  have  got  too  many — couldn't  we  run  some 
powder  plants?  We  are  furnishing  the  money  to  build  them.  We 
are  furnishing  the  money  to  pay  the  operators  a  good  fee,  and  the 
contractors  that  make  it  a  good  profit.  Haven't  we  got  enough  people 
in  the  Government  to  go  out  and  man  these  plants  ?  We  are  going  to 
buy  these  plants  anyway;  couldn't  we  run  some  of  them  ourselves  if 
necessary,  the  Ordnance  Corps? 

Mr.  Henderson.  I  think  we  could,  and  that  was  my  contention  in 
the  matter  of  ammonia  plants.  It  is  a  matter  of  qualified  administra- 
tion, and  the  Government  can  hire  those  people.  As  a  matter  of  fact, 
in  connection  with  the  establishment  of  ammonia  plants,  American 
engineering  firms  have  established  all  over  this  country,  all  over  the 
world,  ammonia  plants. 

Senator  Connally.  If  our  Government  experts  are  smart  enough 
to  tell  everybody  what  to  do,  it  looks  to  me  like  they  could  do  some 
of  it  themselves. 

Mr.  Henderson.  I  would  agree  on  that,  Senator. 

Senator  Mead.  Mr.  Henderson,  in  order  to  get  this  program  out 
among  the  small  contractors,  don't  you  think  that  there  should  be 
written  in  every  contract  a  requirement  that  the  percentage  of  the 
contract  to  be  subcontracted  be  mentioned  in  the  bid ;  and  if,  for  in- 
stance,  there  was  a  proposal  for  $100,000  worth  of  material  or  work 
and  contractor  A  was  going  to  do  it  all  himself  and  contractor  B  was 
going  to  subcontract  30  percent  of  it,  that  favorable  consideration 
should  be  given  to  the  contractor  who  is  going  to  do  some  subcontract- 
ing in  the  ward  of  that  contract  ? 

Mr.  Henderson.  I  think  so.  That  is  the  English  system  and  they 
have  had  a  reasonable  amount  of  success  in  specifying  in  the  contract 
what  should  be  subcontracted. 

Senator  Mead.  If  there  is  any  merit  in  that  plan,  then  why  couldn't 
we  order  the  renegotiation  of  all  existing  contracts  that  have  not  yet 
been  started  so  as  to  give  it  a  quick  spread  ? 

Mr.  Henderson.  I  think  Congress  could  do  that. 

Senator  Mead.  And  then  thereafter  in  all  future  contracts  we  could 
specify  that  this  contract  must  carry  with  it  a  minimum  spread  among 
subcontractors  of  a  certain  percentage. 

Mr.  Henderson.  I  think  that  might  be  taken  together  with  what  I 
said  of  the  department-store  idea,  and  another  thing  which  you  might 
consider.  Most  of  the  big  companies  have  very  remarkable  engineering 
staffs.  I  think  if  many  of  those  were  drawn  in  to  look  at  these  con- 
tracts and  the  product  that  is  to  be  made,  they  could  be  of  enormous 
help  to  the  Government  in  breaking  down  those  contracts  into  small 
items  that  a  small  manufacturer  could  make ;  and  I  think  that,  taken 
together  with  these  other  ideas,  the  Government  might  well  employ 
the  engineering  ingenuity  of  General  Motors  and  of  Ford  and  of  Gen- 
eral Electric,  and  the  big  industries,  to  see  what  they  could  do  if  they 
were  given  that  specific  problem  of  breaking  the  contracts  down  into 
something  which  a  small  company  could  do.  If  you  add  that  to  the 
provision  of  a  certain  amount  that  would  have  to  be  subcontracted  I 
think  we  would  get  an  enormous  help  in  preventing  this  tremendous 
dislocation  that  is  bound  to  take  place  right  now.  The  dislocation  is 
going  to  come  from  a  shortage  of  raw  materials  and  a  failure  of  what 
raw  materials  there  are  to  be  in  the  proper  hands. 
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Senator  Mead.  With  reference  to  materials,  I  don't  suppose  this 
comes  under  your  jurisdiction,  but  we  read  of  the  departure  from  our 
shores  of  a  great  deal  of  material  that  we  could  use  right  here  in  this 
country.  For  instance,  they  are  threatening  to  shut  off  our  oil  supply 
in  the  Northeast,  and  a  few  days  ago  some  400,000  barrels  of  oil  left 
the  Pacific  coast  for  Japan. 

Senator  Connally.  Let  me  ask  you  right  there :  if  the  Japs  don't  get 
oil  from  us,  where  are  they  going  to  get  it  ?  They  are  going  to  get  it 
out  of  the  Dutch  East  Indies. 

Senator  Mead.  Regardless  of  where  they  get  it,  that  was  material 

Senator  Connally  (interposing).  They  will  move  in  there.  If  we 
want  them  to  move  into  the  Dutch  East  Indies,  that  is  a  good  way  to 
get  them  to  do  it — to  cut  off  our  oil. 

Senator  Mead.  And  if  they  move  in,  they  will  move  in  with  our  oil, 
won't  they  ? 

But,  regardless  of  that,  that  is  an  illustration  of  the  point  I  want  to 
make.  We  want  to  be  very  careful  about  the  exportation  of  our 
materials. 

Mr.  Henderson.  That  is  correct. 

Senator  Mead.  And  it  seems  to  me  we  ought  to  use  them  for  home 
consumption  first,  regardless  of  Japan  or  any  other  country.  That 
isn't  within  your  jurisdiction,  I  suppose. 

Mr.  Henderson.  No;  but  we  maintain  a  contact  with  the  Export 
Control,  a  very  close  contact.  In  fact,  we  prepared  in  the  early  days 
some  of  the  economic  analyses  upon  which  the  restrictions  of  exports 
were  based.  I  personally  wrote  the  one  on  scrap  iron  which  was  put 
into  effect  in  October,  I  think,  of  last  year.  But  as  General  Maxwell 
has  expanded  he  has  taken  on  most  of  that ;  but  we  do  keep  in  touch 
with  it. 

May  I  add  one  other  sentence?  What  we  need  are  great  gobs  of 
copper  and  things  like  that  which  are  not  going  out.  We  need  liter- 
ally hundreds  of  thousands  of  tons  of  these  materials,  and  we  need 
nickel  and  chromium  and  these  essential  items,  as  Mr.  Browning 
pointed  out,  that  you  have  to  have  to  make  a  proper  heating  element, 
or  you  need  to  make  spectacles,  or  you  need  to  make  hearing  appa- 
ratus, and  things  like  that. 

Senator  Hatch.  Of  course,  there  is  no  real  shortage  of  oil  itself; 
it  is  in  transportation  more  than  anything  else;  but  in  these  items 
on  which  there  is  a  real  shortage,  are  any  of  those  going  out,  being 
exported  ? 

Mi-.  Henderson.  Not  to  any  appreciable  extent ;  not  to  an  extent  that 
would  substantially  aid  in  this  problem  of  keeping  American  business 
on  an  even  keel  in  these  critical  months  to  come. 

Senator  Connally.  Are  we  getting  chromium  from  the  Philippines? 
Don't  they  produce  more  chromium  than  any  other  place  in  the  world 
in  the  Philippines  ? 

Mr.  Henderson.  I  can't  answer  that,  Senator. 

Senator  Mead.  Talking  about  exportation  of  materials,  under  the 
lend-lease  bill  and  under  our  regular  commerce  regulations,  we  ex- 
port a  great  deal  of  materials  that  are  helpful  to  the  democracies 
in  their  defense,  which  is  according  to  our  policy,  the  policy  of  the 
Congress;  but  we  hear  over  the  radio,  and  we  read  in  the  Congressional 
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Record,  and  we  read  from  the  reports  of  the  House  of  Commons,  that 
a  great  deal  of  the  American  airplanes,  and  other  defense  equipment, 
is  stored  high  up  on  the  wharves  of  England  and  the  Suez  Canal  and 
other  places,  uncrated  and  unused.  It  might  be  advisable  for  us  to 
get  it  over  there  in  huge  numbers,  and  at  the  same  time  give  China  a 
very  paltry  share  of  our  export  of  war  equipment  and  materials,  and 
in  that  way  increase  the  menace  in  the  Pacific ;  but  it  seems  to  me  if 
we  have  a  scientific  method  of  allocating  materials  and  supplies  to  our 
own  people,  to  our  own  industry,  that  we  ought  to  have  a  scientific 
allocation  of  our  defense  equipment  so  as  to  get  it  to  the  nations  when 
they  need  it,  and  not  to  endanger  it  by  having  it  stored  up  and  unused 
and  uncrated.  Give  it  to  them  as  fast  as  we  can,  as  fast  as  it  is  avail- 
able and  where  it  is  needed  the  most,  but  deliver  it  wisely  and  sys- 
tematically. 

So,  it  occurs  to  me  that  we  might  have  an  allocating  board  in  con- 
nection with  the  lend-lease  program  which  might  help  the  country 
out  in  the  proper  distribution  of  these  materials.  We  might  be  short 
on  some  materials  that  certain  countries,  recipient  of  our  benevolence 
and  our  aid  and  our  help,  might  use,  and  then  again  we  might  have 
more  materials  of  a  certain  type  there  than  they  can  use  for  the  next 
6  months. 

I  don't  know  whether  these  reports  are  right,  but  almost  every  day 
over  the  air,  and  occasionally  in  the  newspapers,  and  the  other  day  in 
the  House  of  Representatives,  and  a  few  days  before  in  the  House  of 
Commons,  we  read  of  charges  of  uncrated  equipment  stored  along  the 
docks.  We  should  not  send  too  much  in  one  direction  and  not 
have  enough  in  the  other.  We  ought  to  see  that  our  own  defenses  are 
properly  safeguarded,  and  at  the  same  time  aid  the  democracies  of  the 
world  as  much  as  possible.  But  I  am  just  suggesting  that  I  think 
the  time  is  ripe  to  have  a  sort  of  allocation  system  in  connection 
with  our  lend-lease  program,  just  as  we  have  an  allocation  system 
applying  to  our  own  democratic  economy  and  to  our  own  national 
defense  effort. 

Mr.  Henderson.  I  don't  have  a  detailed  knowledge  on  the  lend-lease. 
I  do  know  that  the  amount  which  goes  to  the  other  democracies  is  well 
within  our  ability  to  provide,  and  that  if  we  will  put  the  proper  amount 
of  energy  on  the  allocation  of  what  is  left,  and  if  we  will  do  as  we 
are  trying  to  do  in  copper,  step  up  the  production  so  that  more  will 
be  available,  we  can  handle  the  problem  here.  I  think  that  the  amount 
of  attention  that  we  have  got  to  give  has  been  underestimated,  and  for 
the  last  several  weeks  I  have  been  under  the  feeling  that  unless  we 
did  move  very,  very  promptly,  we  would  have  the  equivalent  to  what 
England  found  when  she  had  to  transform  very,  very  quickly  into  a  de- 
fense effort — that  is,  an  increase  in  unemployment.  It  was  almost 
unavoidable  because  they  had  no  provision  for  getting  the  defense 
contracts  or  their  armament  contracts  into  the  proper  places. 

The  Chairman.  Any  more  questions  ? 

Senator  Connaxly.  He  is  not  through,  is  he  ?  I  thought  Mr.  Hen- 
derson was  going  to  talk  about  price  fixing.  Have  you  got  a  written 
statement,  Mr.  Henderson,  or  are  you  just  talking  extemporaneously  ? 

Mr.  Henderson.  I  am  just  responding  to  questions  and  amplifying 
on  that. 
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PRICE  FIXING 

Senator  Connalllt.  I  want  to  talk  to  him  about  price  fixing,  if 
nobody  else  does. 

The  Chairman.  Go  ahead,  Senator. 

Senator  Connallt.  Mr.  Henderson,  your  chief  function  is  fixing 
prices,  isn't  it  ? 

Mr.  Henderson.  I  think  that  is  one  of  my  two  chief  functions.  I 
think  this  civilian  allocation  is  the  more  troublesome  and  the  more  dis- 
agreeable, disagreeable  as  price  fixing  is. 

Senator  Connally.  I  know  it  is  more  disagreeable  to  you,  but  not 
to  the  fellow  who  gets  his  prices  fixed.    It  is  pretty  hard  on  him. 

Mr.  Hendersqn.  I  think  the  fellow  that  has  to  go  without  a  material 
is  going  to  be  hurt  worse  than  the  fellow  who  gets  his  price  fixed. 

Senator  Connally.  Have  you  a  general  counsel?  I  suppose  you 
have. 

Mr.  Henderson.  Yes,  sir. 

Senator  Connally.  How  many  lawyers  have  you  got  in  your  or- 
ganization?    Have  you  got  any  of  them  with  you  here  today? 

Mr.  Henderson.  No,  sir. 

Senator  Connally.  Would  you  mind  having  some  of  your  lawyers 
sort  of  brief  the  acts  Congress,  or  Constitution,  or  the  laws,  or  what- 
ever it  is  that  you  are  acting  under  in  fixing  prices,  and  put  it  in  the 
record  here  ? 

Mr.  Henderson.  Yes,  sir ;  that  has  already  been  done.  I  submitted 
it  to  two  other  committees  and  privately  to  Mr.  Fulton. 

Mr.  Fulton.  I  already  have  a  memorandum  which  I  will  send  to 
you,  Ssnator  Connally. 

S?nator  Connally.  If  you  have  it  in  the  office,  it  won't  do  any 
good  up  here.     I  would  like  to  see  it,  myself. 

You  fix  only  the  maximum  prices,  is  that  right? 

Mr.  Henderson.  Yes,  sir. 

Senator  Connally.  Suppose  you  fix  a  price  and  the  fellow  doesn't 
observe  it ;  what  do  you  do  to  him  ? 

Mr.  Henderson.  Usually  talk  with  him  about  it. 

Senator  Connally.  There  are  a  lot  of  people  in  the  United  States, 
all  over  the  country.     You  can't  talk  with  all  of  them. 

Mr.  Henderson.  That  is  right,  but  most  of  them  observe  the  prices, 
Senator. 

Senator  Connally.  Most  of  them  observe  it,  of  course.  If  a  govern- 
mental agency,  whether  it  has  any  legal  authority  or  not,  takes  a 
position  on  prices,  it  is  going  to  affect  the  market  of  that  article,  isn't 
it,  inevitably  ? 

Mr.  Henderson.  Yes,  sir. 

Senator  Connally.  You  have  undertaken  to  fix  the  prices  of  a  num- 
ber of  farm  commodities,  haven't  you  ? 

Mr.  Henderson.  No,  sir ;  I  think  that  the  price  on  hides  is  the  only 
one  that  is  under  a  formal  ceiling. 

Senator  Connally.  You  put  a  ceiling  on  cotton  goods,  on  manufac- 
tured goods,  didn't  you  ? 

Mr.  Henderson.  That  is  correct. 

Senator  Connally.  Of  course,  that  has  no  relation  to  the  price  of 
cotton ! 
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Mr.  Henderson.  I  noted  the  price  of  cotton  kept  on  going  up  after 
we  issued  the  order.     I  wouldn't  assume  there  was  a  direct  relation. 

Senator  Connally.  Do  you  think  your  order  caused  it  to  go  up? 

Mr.  Henderson.  No;  what  I  am  suggesting  is  that  perhaps  it  had 
no  effect  on  it. 

Senator  Connally.  What  happened  probably  was  that  the  Govern- 
ment has  all  this  cotton  stored  and  it  can't  get  on  the  market,  and 
on  what  little  is  left,  of  course,  the  price  would  have  gone  up  whether 
you  had  fixed  the  price  on  cotton  goods  or  whether  you  hadn't;  isn't 
that  true  ?  You  are  an  economist,  an  expert,  and  I  have  high  respect 
for  your  ability  if  not  always  for  your  policies. 

Mr.  Henderson.  That  is  a  reciprocal  arrangement  I  think  we  have, 
Senator. 

Senator  Connally.  I  am  very  greatly  flattered  by  that  statement. 

Mr.  Henderson.  I  think  I  have  given  you  assurances  of  reciprocity 
over  a  period  of  years. 

Senator  Connally.  Yes,  sir ;  I  have  very  high  regard  for  you,  Mr. 
Henderson,  but  I  don't  always  agree  with  your  conclusions  and  find- 
ings. 

The  Government  has  had  a  program  here  for  about  8  years  of  trying 
to  raise  the  prices  of  farm  commodities  by  the  payment  of  benefits 
and  cutting  down  acreage,  and  propaganda,  and  all  that  sort  of  busi- 
ness, to  raise  these  prices.  What  good  is  that  program  going  to  do  if 
you  sit  over  there  and  every  time  a  price  starts  up,  you  hit  it  on  the 
head? 

Mr.  Henderson.  It  would  do  no  good  if  we  hit  it  on  the  head  and 
forced  it  below  what  the  governmental  determination  had  been.  But 
the  prices  of  cotton  and  practically  all  the  farm  commodities  are  at 
near  or  above  parity  now. 

Senator  Connally.  You  fixed  the  price  of  cotton  goods,  didn't  you  ? 

Mr.  Henderson.  Yes,  sir. 

Senator  Connally.  And  then  you  raised  them  3  cents  a  pound. 

Mr.  Henderson.  Four  cents. 

Senator  Connally.  You  were  wrong  either  when  you  fixed  them 
originally  or  when  you  raised  them  later. 

Mr.  Henderson.  The  price  of  cotton  went  up. 

Senator  Connally.  I  don't  mean  that;  you  were  wrong  one  time. 
You  fixed  it  too  low  to  start  with  or  fixed  it  too  high  when  you  raised 
it,  didn't  you  ? 

Mr.  Henderson.  When  we  fixed  it  in  relation  to  all  the  factors,  it 
was  a  proper  price,  and  if  we  had  left  it  stand,  it  would  have  been  a 
wrong  price.  I  don't  agree  that  we  made  a  mistake,  because  I  couldn't 
foresee  that  prices  of  cotton  were  going  to  go  up. 

Senator  Connally.  Of  course,  I  don't  expect  you  to  admit  you 
made  a  mistake.    I  made  one  once,  but  I  wouldn't  admit  it. 

Mr.  Henderson.  If  you  will  ask  me  about  mistakes  I  have  made,  I 
can  probably  supply  a  long  line,  but  it  is  not  customary  to  do  that. 

Senator  Connally.  Is  it  your  idea  that  you  are  going  to  raise  them 
and  lower  them  and  keep  them  in  the  right  balance ;  is  that  your  idea  ? 

Mr.  Henderson.  My  idea  is  that  to  try  to  maintain  a  price  ceiling, 
it  has  got  to  have  a  relationship  to  actual  costs  of  the  producer,  and 
you  can't  fix  a  rigid  price  and  say  that  is  what  it  is  and  go  away  and 
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leave  it,  because  the  essential  function  of  price  is  to  see  that  production 
actually  takes  place. 

Senator  Connally.  There  is  too  much  production  now,  they  claim, 
in  agricultural  products.  Let's  see  about  that.  When  you  fix  one 
price  and  it  goes  along  at  that  figure  for  some  time,  and  these  specu- 
lators that  you  talk  about,  these  big  concerns,  buy  up  a  lot  of  it  and 
the  next  day  you  raise  the  price,  what  do  you  do  to  them  ?  You  give 
them  a  big  profit,  a  tremendous  profit,  to  the  extent  of  all  their  stores 
and  supplies,  and  the  little  man  you  have  been  talking  about  all 
morning  is  going  to  have  to  pay  for  it,  the  consumer  ? 

Mr.  Henderson.  If  we  did  things  on  that  basis,  we  would  create  that 
condition,  but  in  the  case  of  cotton  we  did  no  such  thing. 

Senator  Connally.  I  used  cotton  simply  because  I  live  in  a  cotton 
country,  and  naturally  I  would  probably  know  a  little  more  about 
cotton  than  some  people. 

Mr.  Henderson.  I  don't  know  the  complete  degree  to  which  any 
speculators  in  the  raw  cotton  profited  by  our  recent  order,  but  I  do 
know  as  far  as  the  mills  are  concerned — and  they  are  the  ones  I  was 
particularly  concerned  about — they  are  on  an  operating  basis. 

Senator  Connally.  When  you  jumped  the  price  4  cents,  you  helped 
every  man  that  had  to  manufacture  cotton  goods,  didn't  you?  You 
made  his  profit  jump  right  up,  didn't  you? 

Mr.  Henderson.  I  made  his  prices  jump  up.  He  has  contracts. 
Senator  Connally,  the  cotton  mill  manufacturer  is  delivering  goods, 
and  will  deliver  goods,  for  several  months  on  prices  that  were  con- 
tracted for  well  below  the  ceiling;  that  is,  the  great  volume  of  mill 
production  for  the  next  several  months  will  be  below  the  39-cent  price 
we  had  set.  What  they  are  doing  now  is  taking  orders  for  future 
deliveries,  and  they  are  making  their  contracts  at  43  cents  for  the  print 
cloth,  and  the  cotton  mill  manufacturer  goes  out  into  the  market  and 
buys  his  cotton  now  that  he  is  going  to  make  into  that  print  cloth 
several  months  later.  That  is,  he  hedges,  and  he  does  it  promptly 
when  he  taken  an  order. 

As  I  understand  it,  a  very  few  of  the  1,200  mills  actually  take  a 
chance  on  inventory. 

Senator  Connally.  Doesn't  the  price  of  every  single  commodity 
have  relationship  to  the  price  of  every  other  commodity  ? 

Mr.  Henderson.  Yes,  sir. 

Senator  Connally.  How  can  you  just  look  around  and  say,  "Well, 
we  will  fix  the  price  of  that,  and  we  will  fix  the  price  of  that,  and  we 
will  fix  the  price  of  that,"  and  not  fix  the  price  of  everything,  as  of 
some  particular  date  ?  If  you  are  going  to  have  a  price-fixing  scheme 
at  all,  oughtn't  you  to  establish  a  base  date  somewhere,  and  say  that 
the  prices  shan't  go  above  that  price,  or  shan't  go  more  than  10  per- 
cent, or  5  percent,  or  15  percent?  Isn't  any  arbitrary  system  of  fixing 
some  prices  and  not  fixing  all  prices  unfair  and  economically  unsound 
to  the  people  whose  prices  you  are  fixing  ?  I  ask  you  that.  I  am  not 
an  economist. 

Mr.  Henderson.  If  you  assume  that  the  ones  you  didn't  fix  went  up, 
and  the  ones  you  did  fix  stood  still,  that  would  be  true,  but  what 
we  have  undertaken  in  our  price  ceilings  is  to  pay  attention  to  the 
ones  that  were  moving  very,  very  rapidly,  and  the  ones  that  were  basic, 
and  we  have  kept  under  some  kind  of  balance  in  prices  practically  all 
of  the  basic  commodities. 
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Senator  Connally.  How  many  commodities  are  there?  You  econ- 
omists have  a  list  of  the  number  of  commodities.  How  many  thou- 
sands are  there  ? 

Mr.  Henderson.  The  Bureau  of  Labor  Statistics  wholesale  price 
index  has  about  1,000. 

Senator  Connally.  They  just  select  that  thousand  in  order  to  bal- 
ance off  their  price  index,  but,  as  a  matter  of  fact,  there  are  many 
thousands  of  commodities,  aren't  there  ? 

Mr.  Henderson.  That  is  correct. 

Senator  Connally.  How  many  have  you  fixed  the  prices  of,  seven 
or  eight? 

Mr.  Henderson.  We  have  had  price  ceilings  on  12  industries,  but 
of  course  that  takes  in  steel,  which  has  literally  hundreds  of  products ; 
it  takes  in  most  of  the  metals ;  it  takes  in  the  cotton ;  and  we  have  a 
contemplation  of  bringing  rayon  in  also. 

Senator  Connally.  Have  you  fixed  wheat  ? 

Mr.  Henderson.  No,  sir. 

Senator  Connally.  Why  don't  you  fix  wheat  ? 

Mr.  Henderson.  The  congressional  determination  on  parity  and  the 
fact  that  the  wheat  market  is  not  in  an  inflationary  status  are  the 
main  considerations. 

Senator  Connally.  As  between  wheat  and  cotton,  though,  I  suppose 
by  implication  you  mean  that  the  cotton  price  is  in  an  inflationary 
condition., 

Mr.  Henderson.  It  was.  The  cotton  cloth  price  was,  and  that  is  what 
we  fixed.  The  cotton  cloth  prices  were  in  a  very,  very  disturbing  and 
highly  inflationary  condition. 

Senator  Connally.  How  about  the  price  of  bread  and  the  price  of 
wheat?  Aren't  you  going  to  do  anything  about  fixing  the  price  of  a 
loaf  of  bread  ? 

Mr.  Henderson.  We  have  been  working  with  the  bakers,  and  we 
asked  them  some  weeks  ago  not  to  raise  their  prices  without  consulta- 
tion with  us.  In  recent  weeks  we  have  talked  with  the  principal  pro- 
ducers of  bread,  have  gone  into  their  costs,  and  found  that  in  some 
communities  the  price  probably  ought  to  be  raised ;  and  we  suggested 
that  they  do  not  raise  it  more  than  1  cent ;  and  I  am  happy  to  say  that 
most,  or  practically  all,  of  the  bakers  with  whom  we  have  been  in  touch 
accepted  that  suggestion.    I  met  with  one  of  the  biggest  ones  yesterday. 

Senator  Hatch.  That  increase  in  price  isn't  due  to  the  price  of  wheat, 
is  it? 

Mr.  Henderson.  It  is  partly  due  to  the  increase  in  the  price  of  wheat 
as  reflected  in  the  price  of  flour.  The  price  of  milk  has  gone  up.  We 
went  through  the  principal  ingredients  and  made  an  actual  break-down 
of  the  cost  of  probably  40  percent  of  all  the  bread  that  is  sold  in  the 
United  States,  and  practically  all  of  the  items  had  increased. 

Senator  Hatch.  The  reason  I  asked  about  it,  I  am  not  familiar  with 
the  present  market;  but  it  is  quite  a  bit  below  parity,  isn't  it?  The 
same  way  with  corn  and  other  products  of  that  kind. 

Mr.  Henderson.  I  haven't  at  my  fingertips  what  the  parity  prices 
of  all  of  those  are,  but  the  price  of  flour  has  gone  up,  and  if  I  may  say 
off  the  record,  I  am  looking  into  the  elements  of  cost  in  wheat.  We 
have  had  some  complaints  that  that  rise  is  not  justified  by  the  rise  in 
the  price  of  wheat  and  the  cost  of  labor;  but  the  bread  price  has  stayed 
pretty  much  the  same. 
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Senator  Hatch.  I  was  interested  in  that  because  the  wheat  price  is 
below  parity,  and  wheat  at  $1  or  $1.25  a  bushel  isn't  a  high  price  at  all 
for  wheat. 

Mr.  Henderson.  I  think  you  would  find,  Senator  Hatch,  that  most 
of  the  agricultural  products  when  the  war  broke  out  in  1939  were 
below  parity,  and  that  they  were  at  unusually  low  levels. 

Senator  Hatch.  Too  low. 

Mr.  Henderson.  And  that  the  food  prices  reflected  those  very,  very 
low  levels. 

Senator  Hatch.  I  don't  agree  with  that  at  all. 

Mr.  Henderson.  The  food  prices,  I  say. 

Senator  Hatch.  I  don't  think  so.  The  price  of  bread  did  not  go 
down. 

Mr.  Henderson.  The  price  of  bread  went  down,  I  believe,  in  October 
of  last  year. 

Senator  Hatch.  How  much  ? 

Mr.  Henderson.  I  think  it  went  down  a  cent.  But  a  lot  of  the  foods 
reflected  those  unusually  low  prices  for  farm  products,  and  as  the 
prices  have  stiffened  for  all  kinds  of  agricultural  products,  it  is  being 
reflected  in  the  cost  of  food.  That  is  disturbing  to  the  consumer,  but 
in  one  way  you  can  say  that  the  prices  are  coming  into  balance,  but  he 
notices  an  increase  in  the  amount  of  his  grocery  bill  and  the  meat  bill. 

Senator  Hatch.  I  don't  believe,  Mr.  Henderson — and  I  have  made 
no  particular  study  of  it — that  you  will  find  that  prices  of  the  food 
products  to  the  consumer  decreased  correspondingly  with  the  price 
that  the  producers  of  farm  products  received. 

Mr.  Henderson.  I  would  agree  with  you,  Senator  Hatch. 

Ssnator  Hatch.  And  I  think  you  will  also  find  that  when  the  price 
of  farm  commodities  goes  up,  the  cost  of  the  food  goes  up  out  of  pro- 
portion— that  is,  the  finished  product — to  what  the  farmer  receives. 

Mr.  Henderson.  I  would  agree  with  you,  and  I  might  say,  in  one 
very  essential  product  we  asked  the  manufacturers  not  to  increase 
the  price  of  this  food  and  to  absorb  out  of  their  generous  margin  the 
increase  in  the  cost  of  their  raw  materials,  and  they  did. 

Senator  Hatch.  I  have  always  felt  the  cost  of  the  raw  material  was 
an  unimportant  factor  in  either  the  rise  or  the  decrease  in  the  cost  of 
the  finished  product. 

Mr.  Henderson.  We  haven't  touched  many  of  the  actual  foods. 

Senator  Hatch.  I  understood  you  to  say  that  you  had  no  idea  of 
fixing  any  prices  of  farm  commodities  where  those  prices  were  below 
the  standard  fixed  by  the  Congress  in  its  parity-price  program. 

Mr.  Henderson.  That  is  absolutely  correct.  I  had  a  long  interroga- 
tion on  that  before  Senator  Smith's  committee,1  and  I  think  my  state- 
ment of  that  was  unequivocal.  I  said  there  that  any  determination 
on  any  price  that  the  Congress  makes  and  any  policy  they  lay  down 
will  be  the  guiding  policy  so  far  as  I  am  concerned  and  as  long  as 
I  am  there. 

For  a  long  time,  as  you  know  I  have  thought  that  farm  prices  were 
too  low,  and  I  have  been  a  supporter  and  an  advocate  and  a  worker  in 
the  administration's  program  to  have  them  lifted,  and  I  don't  see 
when  you  get  into  a  difficult  situation  of  price  fixing  that  you  ought  to 
run  away  from  that  policy,  even  though  it  is  occasionally  more  difficult. 

1  Senate  Committee  on  Agriculture  and  Forestry ;  hearings  pursuant  to  S.  Res.  117, 
77th  Cong.,  Mr.  Henderson  appeared  before  the  committee  on  May  29,  1940. 
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Senator  Conn  ally.  Mr.  Henderson,  you  say  that  farm  prices  in  1939 
were  very  low ;  when  the  war  in  Europe  started  they  were  very  low 
and  out  of  balance. 

Mr.  Henderson.  Yes,  sir. 

Senator  Connally.  If  that  is  true,  don't  you  think  the  farmers  are 
entitled  to  a  little  edge  and  a  little  velvet  now  when  they  are  going 
up?  Do  you  think  they  ought  to  be  put  in  a  strait  jacket  and  say, 
"You  can  starve  for  10  years,  and  as  soon  as  it  starts  up,  though,  we 
are  going  to  chop  you  off  at  a  certain  point"  ?  You  don't  think  that, 
do  you  ? 

Mr.  Henderson.  No;  but  I  don't  think,  out  of  the  present  prices, 
that  you  can  correct  all  of  the  losses  of  10  years.  Every  industry  that 
has  come  in  that  has  had  a  low  earning  record  has  asked  us  to  give 
that  some  attention.  One  industry  was  in  the  other  day  and  said,  "We 
ought  to  have  an  earning  rate  of  2  percent  more  than  a  fair  return  in 
order  to  make  up  for  all  those  losses."  I  think  that  some  of  the  farm 
prices  are  pretty  fair  prices  now. 

Senator  Connally.  Isn't  it  inevitable  that  when  you  withdraw  from 
production  all  the  men  that  we  have  withdrawn  and  put  them  into 
the  Army  and  Navy  and  divert  a  great  many  others  from  normal 
civilian  activities  to  the  production  of  defense  materials  the  prices  of 
those  commodities  are  going  to  go  up  ? 

Mr.  Henderson.  Yes,  sir. 

Senator  Connally.  The  demand  is  greater,  the  supply  is  less,  as  a 
rule ;  you  can't  ignore  all  of  those  natural  laws,  can  you  ? 

Mr.  Henderson.  No. 

Senator  Connally.  Just  part  of  them  ? 

Mr.  Henderson.  Senator,  you  and  I  could  have  a  very  extended  de- 
bate on  the  natural  laws.  Tariff  is  an  interference  with  the  natural 
law. 

Senator  Connally.  That  is  right. 

Mr.  Henderson.  There  are  things  that  can  be  done  about  natural 
laws. 

Senator  Connally.  That  is  what  I  am  talking  about.  There  are 
too  many  of  them. 

Mr.  Henderson.  I  kick  about  the  ones  that  aren't  on  my  side. 

Senator  Connally.  What  is  that? 

Mr.  Henderson.  I  kick  about  the  natural  laws  that  run  adverse  to 
me. 

Senator  Connally.  Of  course.  You  are  talking  about  the  price  of 
wheat  and  bread.  You  said  that  the  price  of  bread  would  probably 
go  up. 

Mr.  Henderson.  In  some  localities. 

Senator  Connally.  And,  of  course,  the  fellow  you  are  talking  about, 
the  consumer,  is  going  to  raise  a  howl,  but  isn't  the  producer  of  that 
bread  that  feeds  him  entitled  to  some  consideration  as  well  as  the  fellow 
who  sits  under  a  fan  and  eats  it  ? 

Mr.  Henderson.  Absolutely ;  and  I  might  say  I  am  in  the  center  of 
all  of  those  pressures.  The  farmer,  the  fellow  that  is  milling  the 
wheat,  the  baker,  and  the  consumer  are  all  pressing  on  me. 

Senator  Connally.  That  is  right ;  you  are  on  a  very  active  sector, 
there  is  no  doubt  about  that. 
_  Mr.  Henderson.  And  that  goes  also,  Mr.  Chairman,  on  this  alloca- 
tion matter.     You  probably  can  see  from  our  automobile  program 
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that  somebody  has  got  to  make  the  best  determination  he  can,  consid- 
ering the  pressures  of  Tabor,  the  pressures  of  the  community,  of  the 
tax  program,  the  pressure  of  the  other  industries  that  want  the  mate- 
rial that  is  being  chewed  up  by  the  automobiles,  and  the  needs  of  the 
consumer  for  the  maintenance  of  transportation,  highways,  and  all 
those  things,  and  when  I  said  to  Senator  Connally  I  thought  it  was 
a  more  disagreeable  job  than  fixing  a  price,  I  had  that  in  mind,  and  it 
seems  to  me  on  this  civilian  allocation  we  have  got  to  apply  standards 
that  you  do  not  have  to  apply  on  defense  priorities.  It  seems  to  me  it 
is  a  fairly  easy  thing,  as  far  as  the  Army  and  Navy  Munitions  Board 
are  concerned,  as  to  their  priorities.  They  come  first.  They  come 
first  in  the  point  of  the  amount.    They  come  first  in  the  point  of  time. 

Senator  Connally.  Mr.  Henderson,  let  me  ask  you  another  question 
and  then  I  won't  bother  you  any  more.  Have  you  fixed  the  prices  of 
automobiles  ? 

Mr.  Henderson.  No ;  but  I  have  got  some  ideas. 

Senator  Connally.  I  am  sure  you  have. 

Mr.  Henderson.  And  I  have  told  them  that  they  will  probably  be 
put  under  some  limitation.  I  don't  think  when  you  foreshorten  the 
supply  that  you  can  escape  the  necessity  of  keeping  that  price  in  line, 
and  that  goes  for  every  priority. 

Senator  Connally.  I  know,  but  I  am  talking  about  automobiles 
now.  You  haven't  fixed  the  price  of  automobiles.  People  could  walk, 
couldn't  they  ?  They  used  to  walk.  But  you  haven't  fixed  the  price  on 
automobiles. 

Mr.  Henderson.  I  have  tried  to  keep  them  from  going  up. 

Senator  Connally.  Have  you  fixed  the  price  on  electric  refrigera- 
tors? We  need  a  lot  of  aluminum.  Have  you  fixed  the  price  of 
refrigerators  ? 

Mr.  Henderson.  I  expect  to. 

Senator  Connally.  You  haven't  yet,  though,  have  you? 

Mr.  Henderson.  No  ;  but  they  have  not  given  us  a  great  deal  of  con- 
cern up  to  now,  and  neither  have  the  automobile  prices. 

Senator  Connally.  They  must  not  have  given  you  any  concern  if 
you  haven't  done  anything  about  it.  We  could  get  along  without 
refrigerators,  couldn't  we  ? 

Mr.  Henderson.  Yes. 

Senator  Connally.  We  need  airplanes  a  heap  worse  than  we  need 
refrigerators. 

Mr.  Henderson.  That  is  correct. 

Senator  Connally.  You  could  fix  it  so  it  would  be  unprofitable  to 
make  them,  and  that  would  give  us  a  lot  of  aluminum  for  airplanes. 

Mr.  Henderson.  Yes.     You  say  I  could. 

Senator  Connally.  You  aren't  going  to  do  it,  of  course. 

Mr.  Henderson.  I  don't  know  how  you  would  make  it  stick. 

Senator  Connally.  You  make  this  other  stick,  you  say. 

Mr.  Henderson.  No  ;  because  under  all  of  our  schedules  the  indus- 
try can  make  a  reasonable  profit. 

Senator  Connally.  You  say  you  can't  make  it  stick  on  those  things. 
If  you  have  any  authority  to  make  it  stick  on  anything,  you  have  got 
authority  to  make  it  stick  on  everything.  Isn't  your  present  system 
of  price  fixing  just  a  polite  form  of  blackmail?  You  just  scare  them 
into  it? 


INVESTIGATION   OF  THE   NATIONAL  DEFENSE   PROGRAM      1651 

Mr.  Henderson.  No;  I  think  it  is  a  much  deeper  thing  than  that. 

Senator  Connally.  You  take  the  "polite"  out  and  make  it  just 
blackmail. 

Mr.  Henderson.  No. 

Senator  Connally.  You  said  you  had  no  legal  authority  to  fix  the 
price. 

Mr.  Henderson.  I  did  not,  sir. 

Senator  Connally.  You  said  you  couldn't  make  it  stick  on  refrig- 
erators. If  you  can't  make  it  stick  on  refrigerators,  how  can  you 
make  it  stick  on  wheat  or  cotton  ? 

Mr.  Henderson.  What  you  said  to  me  was,  "You  could  make  it  un- 
profitable," and  I  said  I  couldn't  make  it  stick,  because  I  think  any 
price  fixing  in  a  democracy  is  dependent  completely  on  acceptance  by 
the  industry  and  the  community  that  that  is  a  fair  price,  and  no 
amount  of  price  fixing  and  no  amount  of  laws  is  effective  otherwise. 
You  can  establish  a  guillotine  if  you  want  to  but  you  can't  make  a 
price  stick  if  it  is  not  a  fair  price  and  if  the  community  rejects  it,  and 
that  is  what  I  had  in  mind  when  I  said  I  can't  make  it  stick. 

Senator  Connally.  I  don't  think  there  is  any  use  of  discussing  it 
further  because  I  know  you  aren't  going  to  do  it ;  you  aren't  going  to 
fix  the  price  of  electric  refrigerators. 

Mr.  Henderson.  The  price  we  fix  of  the  electric  refrigerators  that 
are  made  ought  to  be  a  fair  price. 

Senator  Connally.  Oh,  yes;  it  ought  to  be;  but  you  aren't  going 
to  fix  the  price. 

Mr.  Henderson.  I  will  lay  you  a  little  bet  on  that  that  I  am  going 
to  fix  the  price  of  refrigerators. 

Senator  Connally.  You  will,  but  you  say  you  can't  make  it  stick. 

Mr.  Henderson.  I  said  you  can't  make  it  stick  if  it  is  an  unprofitable 
price. 

Senator  Connally.  You  are  going  to  fix  the  price  whether  Congress 
gives  you  the  authority  or  not  ? 

Mr.  Henderson.  I  have  the  authority  to  fix  prices  now. 

Senator  Connally.  I  want  to  see  where  you  have  the  authority  to 
fix  prices  on  anything  you  want  to  in  the  United  States.  I  want  to 
see  what  your  authority  is. 

Mr.  Henderson.  I  have  the  same  authority  Baruch  had  in  the  last 
war,  and  to  the  best  of  my  knowledge  that  was  not  challenged.  It  was 
not  challenged  by  the  Graham  Committee  x  or  by  the  War  Policies 
Commission. 

Senator  Connally.  If  you  have  the  authority  to  fix  prices,  you 
have  more  authority  than  any  other  man  in  the  United  States,  in- 
cluding the  President  of  the  United  States. 

Have  you  fixed  the  price  of  shoes  ? 

Mr.  Henderson.  No. 

Senator  Connally.  People  have  to  wear  shoes  as  well  as  eat  bread. 

Mr.  Henderson.  That  is  correct.  We  have  worked  with  the  Arnry 
Procurement 

Senator  Connally  (interposing).  I  am  talking  about  the  price  for 
everybody,  civilians  and  everybody  else.  You  haven't  fixed  the  price 
of  shoes.  The  industry  up  in  Boston  and  Brockton  won't  let  you  fix 
it  and  you  aren't  going  to  fix  it. 

*A  House  of  Representatives  Select  Committee  on  War  Expenditures,  Sixty-sixth  Con- 
gress, first  session.  , 
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Mr.  Henderson.  Mr.  Senator,  you  imply  there  that  I  don't  fix  some 
of  these  things  because  I  am  scared. 

Senator  Connally.  I  know  you  aren't  scared  but  you  just  don't  feel 
like  it. 

Mr.  Henderson.  No;  I  apply  other  standards,  and  I  gave  you  the 
standard  we  were  applying. 

Senator  Connally.  You  haven't  fixed  the  price  of  shoes. 

Mr.  Henderson.  That  is  correct,  and  the  price  of  shoes  hasn't  run 
out  of  line. 

Senator  Connally.  Have  you  fixed  the  price  of  clothing? 

Mr.  Henderson.  No;  and  the  price  of  clothing  has  not  run  out  of 
line. 

Senator  Connally.  Who  says  it  hasn't  run  out  of  line?  You  say 
it  hasn't,  but  you  mean  it  hasn't  gone  up  like  you  think  it  ought  to 
go  up.  You  mean  by  your  standard,  by  your  idea,  regardless  of  eco- 
nomic laws  and  economic  principles,  which,  of  course,  you  under- 
stand, and  I  bow  to  your  ability — and  that  is  why  I  am  so  afraid  of 
you.  When  a  man  is  smart  and  doesn't  know  how  to  do  right  as  to 
policy,  he  is  a  dangerous  man. 

Mr.  Henderson.  That  is  correct. 

Senator  Connally.  And  I  say  that  with  all  respect  and  as  a  very 
great  compliment  to  you.  If  you  didn't  know  anything,  I  wouldn't 
be  afraid  of  you  at  all,  but  you  know  so  darned  much,  and  given  all 
this  tremendous  power,  you .  become  a  dangerous  figure,  a  threat. 
That  is  all. 

Mr.  Henderson.  May  I  be  permitted  to  comment  on  that  ? 

The  Ciiatrman.  Proceed. 

Senator  Connally.  That  is  all  friendly.  This  is  an  open  session. 
1  am  not  talking  behind  your  back. 

Mr.  Henderson.  No.  I  think  over  a  period  of  years  that  the  thing 
I  have  enjoyed  in  an  association  I  have  had  with  you  is  that  you  have 
always  spoken  very  frankly,  and  you  have  permitted  me  to  speak 
frankly  back  to  you. 

Senator  Connally.  Yes ;  this  is  free  speech.    Go  ahead. 

Mr.  Henderson.  I  think  the  price-fixing  power  is  a  very  important 
power.  I  think  that  the  industries  that  have  been  brought  under  our 
ceilings  have  not  felt  that  it  has  been  operated  in  a  dangerous  way, 
that  we  have  been  destructive  of  capital.  I  think  that  there  is  a 
tremendous  amount  of  seriousness  on  the  part  of  most  business  people, 
and  most  farmers,  and  most  labor,  as  to  the  dangers  of  inflation,  and 
they  accept  a  discipline. 

Senator  Connally.  Let  me  ask  you  this :  Are  you  going  to  fix  wages  ? 

Mr.  Henderson.  I  have  no  authority  under  the  Executive  order  to 
fix  wages. 

Senator  Connally.  You  say  you  have  the  authority  to  fix  the  price 
of  everything.    Aren't  you  going  to  fix  the  price  of  wages  ? 

Mr.  Henderson.  As  I  understand  it,  wages  are  not  a  price. 

Senator  Connally.  What  I  am  protesting  against  is,  if  you  are 
not  going  to  fix  wages  for  the  fellow  in  town,  I  am  not  in  favor  of 
giving  you  the  power,  or  letting  you  exercise  it  if  you  have  it,  of 
fixing  the  wages  of  the  fellow  that  lives  out  in  the  country,  and  he 
is  a  laborer  as  much  as  the  town  fellow  except  that  he  labors  out 
under  the  hot  sun  while  the  other  fellow  labors  in  an  air-conditioned 


INVESTIGATION  OF  THE  NATIONAL  DEFENSE  PROGRAM      1653 

factory,  or  whatever  it  is.  He  is  just  as  much  a  laborer,  he  is  just  as 
much  a  wage  earner  because  he  lives  in  the  country  and  fights  the 
gnats  and  mosquitoes  and  the  hot  sun,  as  the  fellow  that  lives  in  town. 
How  are  you  going  to  dissociate  those  two  ? 

Mr.  Henderson.  Senator  Connally,  I  was  authorized  to  take  the 
steps  of  keeping  the  community  price  level  in  line.  I  never  thought 
that  I  had  a  control  over  the  interest  rates.  I  never  thought  that  I 
had  a  control  over  the  transportation  rates. 

Senator  Connally.  They  are  factors  in  cost,  aren't  they? 

Mr.  Henderson.  They  are. 

Senator  Connally.  All  those  things  are  factors  in  arriving  at  the 
-cost  of  an  article. 

Mr.  Henderson.  I  never  thought,  and  I  never  presumed  for  1 
minute,  that  the  Executive  order  the  President  gave  me  authorized  me 
to  supersede  the  I.  C.  C.  or  any  State  in  connection  with  public-utility 
rates,  or  the  wage-and-hour  law,  or  any  other  law  relating  to  wages. 
I  have  thought  that  there  was  an  area,  a  proper  area,  that  the  Presi- 
dent picked  out  for  me,  and  that  I  would  do  my  best  according  to 
my  lights.  You  have  favored  me  by  saying  that  I  am  smart.  I  want 
to  tell  you  in  all  humility  that  I  am  not  smart  enough  to  fix  all  the 
prices  and  fix  them  correctly.  I  believe  that  I  do  realize  the  serious- 
ness of  an  inflationary  threat,  and  I  am  going  to  do,  regardless  of  how 
much  pressure  I  am  under,  what  the  President  told  me  to  do  until  he 
tells  me  to  stop  or  until  the  Congress  tells  me  to  stop. 

I  think  when  it  all  adds  up,  and  when  somebody  makes  a  judgment 
in  the  years  to  come,  that  the  thing  I  will  be  afraid  of  is  not  that  I 
moved  too  far,  or  that  I  moved  too  fast,  or  that  I  moved  without  specific 
authority.  I  think  I  will  regret  that  I  have  not  moved  with  greater 
vigor  and  done  more  things.  But  I  don't  think,  Senator,  that  I  will 
ever  feel  that  in  that  period  I  should  have  tried  to  encroach  on  the 
authority  specifically  delegated  by  Congress  to  other  agencies  for 
the  control  of  certain  costs:  Transportation,  utilities,  wages,  interest 
rates,  taxation,  savings,  and  all  the  things  which  are  factors. 

Senator  Hatch.  Your  general  proposition,  Mr.  Henderson,  as  I 
have  understood  your  testimony,  is  that  so  long  as  any  commodity, 
that  is  the  raw  or  finished  product,  is  within  reasonable  bounds  as  to 
the  cost  of  production  of  that  article,  allowing  a  fair  price,  a  fair  and 
reasonable  profit,  then  your  office  will  not  be  called  in  to  take  any 
action  whatever. 

Mr.  Henderson.  Correct.  The  first  designation  that  the  President 
gave  me  was  price  stabilization,  not  of  a  rigid  price  control,  and  that 
has  been  our  attitude.  It  takes  a  lot  of  people,  a  lot  of  well-qualified 
people  to  run  what  I  call  a  price  administration.  This  cotton-cloth 
thing  is  a  typical  example.  We  spent  several  months  with  the  best 
information  the  Government  had  and  that  we  could  get  from  the 
industry  before  we  fixed  that  ceiling,  and  then  we  keep  in  constant 
touch  with  the  industry  as  to  what  changes  are  taking  place  in  those 
factors.  It  was  admitted  by  the  cotton-yarn  people  and  the  cotton- 
cloth  people  that  the  prices  were  getting  out  of  line,  and  many  of  them 
wanted  this.  All  they  asked  was  that  it  be  a  fair  price  under  which 
they  could  live  and  deliver  a  large  volume  of  goods. 

We  haven't  gotten  to  some  of  the  prices  that  have  gotten  out  of  line. 
Some  of  them  are  very,  very  difficult  to  handle.    You  take  any  chemicaJ 


1654   INVESTIGATION  OF  THE  NATIONAL  DEFENSE  PROGRAM 

product,  for  example,  which  is  a  joint-cost  matter;  you  don't  know- 
exactly  what  the  cost  is  that  has  gone  into  that  particular  item.  Or 
you  take  the  example  of  something  that  is  imported,  and  the  man  here 
has  paid  the  price  that  he  had  to  pay  to  get  it ;  it  is  very  difficult  to  fix 
that  price. 

We  undertook,  based  on  the  World  War  experience  and  on  the  ex- 
perience of  England,  to  get  at  the  commodities  at  the  beginning  end 
of  the  line,  the  metals,  the  things  that  ran  outrageously  high  the  last 
time  before  Baruch  got  hold  of  them,  and  I  am  fairly  well  satisfied 
with  what  we  have  been  able  to  do  with  some  of  those. 

The  Chairman.  Are  there  any  other  questions? 

Thank  you,  Mr.  Henderson.  The  object  of  this  meeting  this  morn- 
ing with  you  was  to  get  as  much  information  as  possible  as  to  the 
things  you  were  doing  to  take  care  of  the  small  man  who  is  in  the 
civilian  manufacturing  business;  that  is,  manufacturing  things  for 
civilian  use  outside  of  the  defense  program.  If  there  is  any  further 
information  that  you  can  give  this  committee  at  a  later  date  on  that 
subject,  we  are  very  vitally  interested  in  it,  because  I  think  it  has  more 
to  do  with  our  economic  situation  after  this  thing  is  over  than  any 
other  one  thing  at  the  present  time. 

Mr.  Henderson.  May  I  in  summary  make  a  little  statement? 

The  Chairman.  Proceed. 

Mr.  Henderson.  I  have  spent  a  lot  of  time  on  the  matter  of  prices 
and  I  have  spent  a  lot  of  serious  thought  on  this  matter  of  civilian 
allocation  and  how  it  affects  this  economy  and  how  it  affects  small 
business.  There  has  been  some  question,  I  understand,  as  to  where 
military  production  stops  and  where  the  civilian  end  begins. 

The  Chairman.  I  think  it  is  a  very  difficult  line  to  draw. 

Mr.  Henderson.  I  don't  think  it  is  an  extraordinarily  difficult  line 
to  draw.  When  the  President  set  up  the  O.  P.  M.  and  told  the  De- 
fense Commission  what  it  meant,  that  he  had  seen  the  need  for  con- 
centrating on  the  getting  out  of  the  defense  load  and  he  saw  in  the 
future  an  expansion  of  that,  there  were  on  that  Commission  at  that 
time  seven  Commissioners — Miss  Elliott  on  consumer  protection,  my- 
self on  price,  Ralph  Budd  on  transportation,  Chester  Davis  on  agri- 
culture, Stettinius  on  raw  materials,  Knudsen  on  production,  and  Hill- 
man  on  labor.  That  in  its  advisory  function  did  comprehend  most  of 
the  elements  of  a  total  community.  The  O.  P.  M.  was  set  off  to  do 
military  production,  but  the  organization  dealing  with  production 
and  raw  materials  which  was  taken  to  O.  P.  M.,  had  been  functioning 
in  the  Defense  Commission  for  the  entire  economy.  That  is,  in  the 
matter  of  the  copper  supply,  in  the  matter  of  the  production  of  some 
articles  that  weren't  strictly  defense,  the  proper  organization  for  those 
units  was  in  production  and  in  the  raw  materials,  and  these  units  were 
in  O.  P.  M.  We  were  confined  strictly  to  price,  Miss  Elliott  to  her 
field,  Hillman  to  labor. 

As  you  know,  three  elements  went  into  O.  P.  M.  The  President  was 
very  specific  as  to  what  he  had  intended  as  far  as  the  function  in  the 
matter  of  production,  and  that  would  run,  of  course,  to  allocation  and 
priorities,  and  in  the  set-up  of  my  office,  there  was  a  similar  respon- 
sibility lodged  with  me.  We  have  been  functioning,  as  I  have  indi- 
cated, only  a  few  months.     Obviously  there  will  be  difficulties  that  will 
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arise.  That  is,  take  a  unit  in  O.  P.  M.,  whether  it  is  in  procurement 
or  in  priorities,  or  whether  it  is  in  production  or  raw  materials,  it  will 
take  time.  Discussions  will  arise.  I  would  hate  to  see  the  situation 
where  people  earnestly  devoted  to  what  they  feel  they  have  got  to 
do  didn't  have  discussions  and  disagreements,  and  things  like  that. 
That  takes  time  to  work  out. 

I  feel  that  the  division  between  the  military  and  the  civilian  is  a 
logical  one.  I  think  that  it  is  well  recognized.  I  think  that  as  the 
defense  effort  grows  and  as  the  acuteness  of  the  civilian  difficulties 
grow,  that  back  and  forth,  as  we  have  been  all  along,  we  will  find  the 
proper  place  for  conservation  and  simplification.  I  have  no  feeling 
that  that  will  not  happen,  but  it  seems  to  me  that  there  is  an  essential 
and  a  logical  division,  and  that  line  can  be  fairly  well  drawn. 

We  prepared  a  memorandum  of  what  seemed  to  us  to  be  directly 
related  to  defense.  That  has  been  submitted  to  the  O.  P.  M.  Their 
people  are  looking  at  it.  I  presume  that  they  will  have  suggestions  to 
make,  and  as  in  the  case  of  everything  where  we  have  been  trying  to 
make  these  rearrangements  and  get  them  down  into  military  and  into 
civilian,  that  we  will  work  those  out. 

I  share  with  Mr.  Stettinius  his  statement  that  there  has  got  to  be  this 
going  ahead  of  working  out.  I  think  we  will  be  well  along  on  that 
before  very  long,  and  I  think  the  sheer  necessity  of  getting  things  done 
for  small  industries,  of  seeing  that  communities  are  not  deprived  of 
their  essential  industries,  will  force  the  defense  effort  to  make  renewed 
effort  to  work  out  these  problems.  And  I  am  not  at  all  concerned.  I 
think  that  the  line  is  fairly  clear  as  between  the  military  and  the 
civilian.  I  think  that  it  may  waver  at  some  points,  but  we  can  figure 
on  the  basis  of  defense  being  about  20  percent  of  the  total  production 
and  civilian  about  80.  There  are  many  industries  that  we  touch,  that 
we  have  to  touch,  that  are  not  touched  by  the  military-production  de- 
partment except  incidentally  and  almost  accidentally,  and  I  am  sure 
that  is  what  Mr.  Stettinius  had  in  mind,  and  that  we  will  go  forward 
with  these  things;  and  if  we  happen  to  have  disagreements,  we  will 
settle  those.  We  have  been  settling  disagreements  for  a  long,  long- 
time, and  they  have  been  healthy  disagreements.  As  I  indicated 
earlier,  I  don't  believe  that  it  is  a  matter  that  has  to  bother  anybody 
except  ourselves  in  the  seriousness  of  what  is  ahead. 

The  Chairman.  Thank  you,  Mr.  Henderson. 

Mr.  Eccles,  it  is  rather  late,  but  I  think  you  would  rather  go  ahead. 

Mr.  Eccles.  Whatever  is  the  pleasure  of  the  committee. 

The  Chairman.  It  is  the  pleasure  of  the  committee  that  you  go 
ahead.  Will  you  be  sworn,  please  ?  Do  you  solemnly  swear  to  tell  the 
truth,  the  whole  truth,  and  nothing  but  the  truth,  so  help  you  God  ? 

Mr.  Eccles.  I  do. 

TESTIMONY    OF   MARRINER   S.    ECCLES,    CHAIRMAN,    BOARD    OF 
GOVERNORS,  FEDERAL  RESERVE  SYSTEM 

The  Chairman.  Will  you  give  the  reporter  your  name  and 
connections  ? 

Mr.  Eccles.  Marriner  S.  Eccles,  Chairman  of  the  Board  of  Gover- 
nors, Federal  Reserve  System. 
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PROVISIONS  OF  FEDERAL  RESERVE  ACT  FOR  EXTENDING  WORKING  CAPITAL  TO 

SMALL  BUSINESSES 

The  Chairman.  Mr.  Eccles,  this  committee  is  interested  in  the  wel- 
fare of  the  small  businessman  and  the  small  manufacturer  as  he  is 
affected  by  this  defense  program,  and  as  he  is  affected  by  the  priorities 
situation.  This  committee  is  particularly  interested  in  any  measures 
that  the  Federal  Reserve  Board  has  taken  to  help  meet  this  situation 
in  the  form  of  credit  and  things  of  that  kind,  to  the  little  man,  so  that 
he  will  have  an  opportunity  to  function  in  this  program,  and  after  it 
is  over,  principally.  That  is  what  we  are  more  interested  in  than 
anything  else,  and  we  would  like  to  have  your  views  on  the  subject, 
and  also  any  information  that  you  care  to  give  us  about  what  the  Fed- 
eral Reserve  Board  has  in  mind  for  meeting  that  situation. 

Mr.  Eccles.  The  Federal  Reserve  has  done  practically  nothing  and 
is  not  in  a  position  to  do  anything  to  meet  it. 

Senator  Connallt.  Mr.  Eccles,  let  me  ask  you  right  there,  of  course, 
you  don't  make  direct  loans  at  all,  do  you?  What  is  the  power  you 
are  given  here  in  the  last  few  years  to  make  direct  loans  ? 

Mr.  Eccles.  In  1934  the  Federal  Reserve  banks  were  given  authority 
to  make  direct  loans  under  what  is  known  as  section  13b  of  the  Federal 
Reserve  Act. 

Senator  Connally.  Those  purposes  were  limited,  though,  weren't 
they  ? 

Mr.  Eccles.  They  are  very  limited. 

Senator  Connallt.  What  were  the  purposes? 

Senator  Mead.  Working  capital. 

Mr.  Eccles.  For  purposes  of  working  capital,  and  the  limitation 
was  for  a  period  of  5  years.  The  funds  were  50  percent  out  of  the 
surplus  of  the  Reserve  banks  themselves.  In  1934  Congress  appro- 
priated $139,000,000  of  the  surplus.  The  Federal  Reserve  banks  were 
required  to  invest  $139,000,000  of  their  surplus  in  the  stock  of  the 
Federal  Deposit  Insurance  Corporation.  Later,  at  the  instigation  of 
Governor  Black,  Congress  set  aside  $139,000,000  of  the  gold  increment 
at  the  time  of  the  devaluation,  and  authorized  the  Federal  Reserve 
banks  to  make  loans  in  accordance  with  section  13b  of  that  $139,- 
000,000.  They  gave  the  Treasury  certain  powers  of  regulation,  how- 
ever, and  they  made  some  pretty  rigid  regulations,  which,  together 
with  the  legislation,  have  acted  as  quite  a  deterrent. 

The  R.  F.  C,  on  the  other  hand,  who  have  been  making  these  direct 
loans,  received  an  appropriation  from  Congress  in  the  form  of  sub- 
stantial capital  and  were  given  very  much  more  liberal  powers  in 
making  direct  loans. 

I  feel  quite  sure  that  there  will  be  very  little  credit  extended  by  the 
Reserve  banks  under  the  present  provision. 

The  Chairman.  I  knew  that  was  the  case  and  I  wasn't  thinking 
about  that,  but  isn't  the  policy  of  the  whole  banking  structure  of  the 
country  affected  by  the  policy  and  feeling  of  the  Federal  Reserve 
Board  itself  ?     They  do  what  you  tell  them,  don't  they,  principally  ? 

Mr.  Eccles.  I  don't  think  they  are  affected  by  the  policy  of  the 
Reserve  System  at  all.  As  a  matter  of  fact,  the  only  type  of  policy 
that  we  could  exercise  is  fixing  the  discount  rate,  and  that  is  very,  very 
low,  and  it  is  noneffective  because  no  bank  borrows,  or  open  market 
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operation,  which  means  the  purchasing  of  Government  securities  in 
the  open  market,  which  gives  to  the  banks  excess  reserves.  We  haven't 
done  that  for  a  long  while  because  they  have  had  a  superabundance 
of  excess  reserves. 

The  change  of  reserve  requirements  which  would  tend  to  reduce  the 
excess  reserves  they  have,  the  power  remaining  in  the  Reserve  System, 
is  almost  negligible  in  regard  to  that,  so  that  the  Reserve  System,  to 
do  anything  about  the  whole  credit  and  banking  structure  today,  is, 
for  all  practical  purposes,  impotent,  and  we  have  called  the  attention 
of  Congress  to  that  situation  in  the  report  of  the  Board  in  1938  and 
in  a  statement  which  the  Reserve  System  sent  to  Congress  at  the 
end  of  last  year. 

So  far  as  the  situation  is  concerned,  the  monetary  and  the  credit 
picture  today,  the  Reserve  System  disclaims  any  responsibility  for 
either  credit  or  inflationary  results  that  might  develop. 

Senator  Mead.  Of  course,  Mr.  Chairman,  I  am  very  much  interested 
in  my  pending  bills  that  are  before  the  Banking  and  Currency  Com- 
mittee to  liberalize  the  section  of  the  law  that  you  just  mentioned,1 
and  I  would  like  to  have  some  comment  from  you  with  reference  to 
the  results  of  that  liberalization  on  the  defense  program. 

Mr.  Eccles.  I  believe  there  is  greater  need  today  than  at  any  time  in 
the  past  for  utilizing  the  manpower  and  the  productive  facilities  that 
may  be  used,  either  in  whole  or  in  part,  and  to  the  extent  that  capital  or 
credit  is  the  element  required  to  get  that  production,  certainly  there 
should  be  no  stone  left  unturned  to  meet  that  requirement.  In  the  past 
we  were  interested  in  helping  the  little  fellow,  not  in  providing  goods 
for  the  market,  because  we  had  a  superabundance  of  production  in 
goods  of  all  kinds.  The  fact  that  certain  businesses  didn't  get  credit 
and  didn't  produce  goods  and  went  broke  didn't  deprive  the  consumer 
of  an  opportunity  to  purchase  whatever  he  wanted  to  buy  if  he  had  the 
money.  We  all  know  it  has  been  a  lack  of  consumer  buying  power 
and  not  a  lack  of  goods  available  to  the  market,  and  the  greatest  objec- 
tion to  assisting  small  business  in  providing  adequate  credit  on  liberal 
terms  was  that  it  was  not  necessarily  in  the  public  interest  to  do  so, 
it  was  in  the  interest  primarily  of  the  little  businessman,  because 
the  public  was  not  deprived  of  goods  because  some  little  business  could 
not  produce  the  goods  and  could  not  get  the  credit.  You  have  a  very 
different  situation  today.  Today,  it  isn't  the  small  businessman  that 
we  are  interested  in ;  we  are  today  interested  in  the  American  public. 
We  are  interested  in  getting  both  defense  and  civilian  goods  in  as 
great  a  volume  as  it  is  possible  to  get  them. 

Therefore,  the  primary  interest  today  is  to  secure  a  maximum  pro- 
duction of  goods,  not  only  for  defense,  but  for  civilian  requirements. 
One  of  the  best  means  of  meeting  an  inflationary  situation — and  it  is 
only  one,  however — is  to  increase  production  whenever  it  is  possible 
to  do  so.  If  there  are  plants  that  are  not  fully  utilized,  if  there  is 
manpower,  if  there  are  skilled  workmen,  or  if  there  is  competent 
management  available  and  there  is  a  lack  of  funds  in  order  to  utilize 
those  resources  of  plant  facilities  and  manpower  and  labor,  then  cer- 
tainly we  are  pretty  derelict  if  we  can't  find  ways  and  means  of  meet- 
ing that  without  regard  to  its  credit  status. 

1  S.  877,  a  bill  to  amend  section  13  (b)  of  the  Federal  Reserve  Act. 
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I  was  interested  in  reading  this  the  other  day  from  the  London 
Economist:  "In  the  fullest  sense,  the  role  of  finance  in  war  is  to 
insure  that  nothing  is  ever  decided  on  financial  grounds." 

Now,  certainly  we  don't  measure  whether  we  can  afford  a  battle- 
ship or  a  plane  or  an  army.  We  don't  say,  "Where  can  we  get  the 
money?"  We  have  learned  that  wealth  is  manpower  and  productive 
facilities  and  raw  materials,  and  we  have  learned  from  Hitler  that 
the  ability  to  protect  or  to  provide  a  defense  mechanism,  or  to  provide 
civilian  supply,  is  measured  by  your  manpower,  your  productive 
facilities,  and  your  raw  material,  and  that  money  is  the  handmaiden 
that  is  created,  it  is  a  mechanism,  and  it  is  not  in  itself  wealth. 

It  seems  to  me  that  we  ought  to  have  that  as  a  background  in  our 
consideration  of  how  we  are  going  to  utilize  small-plant  facilities, 
and  not  think  so  much  in  terms  of  how  they  are  going  to  pay  it  back 
as  in  terms  of  what  can  they  produce  of  value  that  otherwise  could 
not  and  would  not  be  produced.  What  can  they  add  to  the  total 
wealth  production  of  the  Nation  at  this  time ? 

Direct  contracts  are  let  largely  to  the  larger  concerns  who  are  able 
to  finance  themselves,  and  to  the  extent  they  can't,  very  large  advances 
are  made  by,  I  understand,  the  Navy  up  to  30  percent — I  don't  know 
whether  that  is  true  of  the  Army  or  not,  and,  of  course,  we  know  that 
plants  are  being  built  by  the  R.  F.  C.  for  the  Government  and  leased 
to  concerns  to  operate ;  loans  equal  to,  in  some  instances,  I  suppose,  100 
percent  of  the  cost  of  additions  are  also  made. 

To  the  extent  that  we  have  plants  that  are  idle,  or  partially  idle, 
or  plants  that  are  working  only  12  hours  that  could  be  working  24 
hours,  to  the  extent  that  we  can  use  plants  that  will  not  be  able  to 
produce  civilian  supplies  for  some  of  the  reasons  that  Mr.  Hender- 
son stated,  and  switch  them  over  to  defense,  we  would  thus  avoid 
the  building  of  new  plants;  we  would  lessen,  in  other  words,  the 
amount  of  new  construction  that  otherwise  may  be  required ;  we  would 
reduce  the  dislocation  throughout  the  country  that  does  cause  very 
great  housing  problems  in  some  areas,  with  possibly  surplus  housing 
in  others.  The  economic  dislocation  should  be  lessened  to  whatever 
extent  it  is  possible  to  do  so  if  we  are  going  to  meet  in  any  reasonable 
way  at  all  the  post-defense  problem.  We  certainly  don't  want  to 
start  out  here  thinking  that  defense  is  an  end  in  itself.  The  defense 
program  is  a  means  to  an  end,  and  the  end  is  the  preservation  of  our 
democratic  way  of  life,  and  if,  in  trying  to  secure  the  end,  which  is 
preserving  the  democratic  way  of  life,  we  destroy  it  through  the 
means  we  choose,  we  will  have  been  very  shortsighted. 

The  Chairman.  That  is  what  this  committee  is  trying  to  find — ways 
so  that  won't  happen. 

Mr.  Eccles.  I  merely  wanted  to  philosophize  a  little  on  this  whole 
general  problem  and  not  think  of  the  financing  in  the  sense  that  the 
private  banker,  that  the  individual  businessman,  must  think  of  it. 
Only  government  can  undertake  a  great  defense  program,  and  only 
government  can  undertake  the  financing  of  that  kind  of  a  program. 

Senator  Connallt.  Mr.  Eccles,  I  assume  that  Senator  Mead  had  in 
mind  particularly  activities  of  the  Federal  Eeserve  bank  in  making 
loans  to  these  smaller  concerns,  or  bigger  ones,  for  that  matter.  Isn't  it 
true,  however,  that  that  would  be  a  diversion  from  the  philosophy 
of  the  Federal  Reserve  bank  ?    You  are  not  created  for  the  purpose  of 
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making  direct  loans.  You  are  a  Reserve  bank,  to  take  care  of  the 
financing  of  other  institutions.  Now,  since  the  R.  F.  C.  is  making  these 
loans,  wouldn't  it  be  a  mistake  to  set  up  another  competing  agency  with 
the  R.  F.  C. ?  Wouldn't  it  be  unwise  to  decentralize  that  control? 
Wouldn't  it  be  better  to  leave  it  with  the  R.  F.  C.  and  the  plant  man- 
agement, or  whatever  they  call  that  corporation  ? 

Mr.  Eccles.  The  Federal  Reserve,  when  it  was  set  up  in  the  begin- 
ning, of  course,  was  a  bank  to  discount  for  member  banks,  the  place 
where  they  carried  their  reserve.  Over  the  period  of  years  there  have 
heen  very  great  changes  in  the  whole  central  banking  mechanism,  and 
the  Federal  Reserve,  due  to  the  fact  that  it  has  its  offices  and  its 
branches  throughout  the  country,  and  due  to  its  close  relationship  to  the 
business  community  and  the  bankers  in  each  district,  in  my  opinion, 
is  organized  on  a  much  better  basis  than  the  R.  F.  C.  or  any  other 
governmental  agency  to  do  this  sort  of  thing.  The  Federal  Reserve 
in  the  beginning  was  given  the  idea  of  making  direct  loans  originat- 
ing in  the  Reserve  System,  and  it  was  not  until  or  almost  concurrently 
with  the  effort  of  Governor  Black  to  get  this  legislation  that  the 
R.  F.  C.  undertook  to  do  likewise.  They  are  the  ones  that  somewhat 
undertook  to  parallel. 

Senator  Connallt.  That  may  be;  but  you  are  not  making  direct 
loans,  you  say  ? 

Mr.  Eccles.  Yes;  we  are  continuing  to  make  them. 

Senator  Connallt.  I  thought  you  said  at  the  beginning  they 
haven't  done  much  about  it ;  they  weren't  in  position  to. 

Mr.  Eccles.  They  haven't  done  much.  It  has  been  a  limited  amount 
in  line  with  the  present  legislation,  which  is  legislation  that  was  passed 
in  1934.  A  year  ago  I  testified  rather  extensively  on  this  bill  of 
Senator  Mead's  and  suggested  at  that  time  that  the  present  power  given 
to  the  Reserve  System  be  repealed  and  that  the  whole  direct  lending 
that  they  were  doing,  the  outstanding  loans,  be  liquidated ;  either  that 
be  the  case,  or  the  law  be  modified  in  line  with  the  suggested  legis- 
lation. Nothing  has  been  done,  either  by  way  of  repealing  it  or  by 
way  of  modifying  it,  and  I  certainly  would  like  to  see  the  one  or  the 
other  done.  It  is  up  to  Congress  to  say  whether  they  are  going  to  do 
it  or  not. 

I  still  feel  the  Federal  Reserve  System,  due  to  the  defense  contract 
service  which  has  been  set  up  with  the  O.  P.  M.,  is  in  a  much  closer 
contact  with  the  small  businessman  than  anyone  in  the  country  today, 
and  what  we  do  in  most  instances  is  to  take  the  matter  up  or  assist  in 
taking  the  matter  up  with  the  R.  F.  C.  I  believe  that  it  might  be 
helpful  if  this  power,  as  proposed  by  Senator  Mead's  bill,  were 
given  to  the  Reserve  banks.  I  think  through  the  relationship  that  is 
established  with  the  defense  contract  service  it  would  be  a  facility  in 
the  field  that  would  help  to  provide  to  some  extent  credit  more  di- 
rectly, more  adequately,  and  with  greater  facility  to  small  business 
concerns. 

Senator  Connallt.  Why  can't  these  small  business  concerns  go  to 
the  member  banks  and  borrow  the  money  and  you  discount  the  paper  ? 
Why  do  you  want  to  do  the  direct  loaning  ? 

Mr.  Eccles.  No  member  bank  is  going  to  loan  the  money. 

Senator  Connallt.  Why  ? 
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Mr.  Eccles.  Because  they  are  not  going  to  assume  the  losses  that 
might  be  involved  in  connection  with  that. 

Senator  Connally.  Well,  if  they  have  got  a  sound  concern  they 
make  loans  to  them.  Your  idea  is  that  you  are  going  to  make  these 
loans  and  take  a  lot  of  losses,  absorb  a  lot  of  losses. 

Mr.  Eccles.  I  think  that  is  a  secondary  consideration  in  a  defense 
program. 

Senator  Connally.  It  seems  to  me  that  the  R.  F.  C.  has  this  whole 
program  under  its  control ;  it  knows  what  industries  ought  to  be  stim- 
ulated; it  is  here  consulting  with  the  War  and  Navy  Departments, 
and  I  don't  think  it  would  be  wise,  to  set  up  12  competing  agencies 
throughout  the  United  States,  advising  in  advance  that  they  are  going 
to  loan  people  money  without  any  expectation  of  getting  it  back. 

Mr.  Eccles.  They  don't  advise  in  advance. 

Senator  Connally,  You  just  said  so. 

Mr.  Eccles.  What  I  said  was  this :  That  the  Federal  Reserve  Sys- 
tem is  willing  to  discount  paper  for  member  banks,  but  the  member 
bank  endorses  and  guarantees  the  paper. 

Senator  Connally.  Certainly. 

Mr.  Eccles.  The  member  banks  don't  need  to  discount  the  paper 
at  all.  The  member  banks  have  adequate  funds:  they  have  excess 
funds  today ;  the  member  banks  are  private  institutions  and,  of  course, 
will  make  loans  on  strictly  a  banking  basis,  and  if  it  is  the  desire  of 
Congress  to  provide  no  credit  except  credit  that  may  be  provided  on 
that  basis,  then  it  may  well  be  that  you  can  have  idle  plants  and  idle 
facilities. 

Senator  Connally.  Under  the  R.  F.  C.  they  have  already  loaned 
$1,800,000,000. 

Mr.  Eccles.  But  practically  all  those  loans  are  to  big  business  on 
primary  contracts  and  are  not  loans  to  little  business. 

Senator  Connally.  The  little  business  could  get  it  if  it  made  a 
case.  The  R.  F.  C.  would  loan  it  the  money.  My  point  is  I  don't  want 
to  see  the  Federal  Reserve  System  degenerated  from  its  original  con- 
cept and  made  a  private  banking  system,  making  these  direct  loans  all 
over  the  country.  Of  course,  every  agency  wants  all  the  power  and 
authority  it  can  get. 

Mr.  Eccles.  We  don't  want  to  get  power.  As  far  as  I  am  concerned, 
I  would  like  to  see  Congress  repeal  the  existing  legislation  and  liqui- 
date the  thing,  but  I  do  say  this :  If  they  don't  want  to  do  that,  they 
should  improve  the  present  section  13b  if  they  want  to  use  the  facilities 
of  the  Reserve  System  in  connection  with  this  credit  expansion 
as  a  part  of  their  contract  facility  service  which  has  been  set 
up  with  the  O.  P.  M.— at  the  request  of  O.  P.  M.  a  year  ago 
we  set  this  service  up — and  I  might  indicate  to  you  here  some  of 
the  responsibilities.  At  the  request  of  the  Secretary  of  War,  the  Fed- 
eral Reserve  banks  and  branches,  since  March  11,  1941,  have  been 
making  available  to  district  and  division  contracting  offices  of  the 
Engineer  Corps,  confidential  information  regarding  the  financial  con- 
dition, management,  and  reputation  of  contractors  being  considered 
for  construction  projects.  At  the  request  of  the  Under  Secretary  of 
War,  the  Federal  Reserve  and  its  branches,  since  June  31,  1941,  have 
been  making  available  to  the  contracting  officers  of  the  supply  arms 
and  services  of  the  War  Department  information  regarding  the  finan- 
cial condition,  management,  and  reputation  of  contractors  who  are 
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requesting  advance  payments  on  defense  contracts,  in  order  to  enable 
the  Under  Secretary  of  War  to  pass  upon  such  requests  without  further 
investigation. 

Senator  Connally.  That  is  all  fine. 

Mr.  Eccles.  At  the  request  of  the  Acting  Secretary  of  the  Navy,  the 
Federal  Reserve  bank  and  its  branches  since  July  18,  1941,  have  been 
making  available  to  the  inspector  of  naval  materials,  supervisors  of 
shipbuilding,  and  commandants  of  the  naval  districts,  confidential 
information  regarding  the  financial  condition  and  the  reputation  of 
ship  repair  and  shipbuilding  yards  to  which  the  Navy  is  considering 
awarding  contracts. 

The  point  I  make  is  this:  That  in  each  of  the  Reserve  banks  and 
branches,  they  are  more  and  more  tied  into  the  defense-contract  serv- 
ice which  was  established  to  assist  the  small  bsuiness  concerns  in  each 
Federal  Reserve  bank  district  to  get  defenese  contracts,  either  directly 
or  indirectly  through  subcontracts,  and  to  avoid  the  bottleneck  of  their 
coming  into  Washington ;  to  act  as  a  two-way  service :  First,  to  under- 
take to  supply  the  O.  P.  M.  and  the  Army  and  Navy  information  with 
reference  to  available  facilities  in  each  district ;  secondly,  to  supply  to 
the  business  concerns  in  the  district  information  with  reference  to 
the  requirements  of  the  Army  or  the  Navy  and  also  of  the  large  con- 
tractors. 

A  pretty  extensive  organization  has  been  set  up  in  each  bank.  A 
portion  of  that  organization  is  set  up  and  is  under  the  O.  P.  M.  A 
portion  of  it  is  under  the  Reserve  System,  and  there  is  a  coordina- 
tion of  the  Reserve  staff  and  the  O.  P.  M.  staff  and  the  banks,  so  that 
in  many  cases  it  is  found  that  financing  of  these  small  concerns  is 
necessary  and  it  seems  to  me  it  would  facilitate  matters  if  the  Reserve 
banks  could,  at  the  same  time  they  are  working  with  the  O.  P.  M. 
people  in  connection  with  this  field  of  activity,  instead  of  advising 
with  reference  to  the  financial  status  only,  be  in  position  to  make 
recommendations  and  supply  the  credit  directly  themselves  as  a  part 
of  the  program. 

I  don't  think  that  that  is  a  matter  of  competition  necessarily  with 
the  R.  F.  C.  The  R.  F.  C.'s  principal  activity  today  is  in  connection 
with  the  very  large  financing,  the  building,  of  plants,  the  buying  of 
the  strategic  materials,  the  financing  of  railroads.  The  great  bulk  of 
their  business  is  in  large  financing.  What  we  are  thinking  of  in  con- 
nection with  the  financing  of  small  business  is  loans  of  a  million 
dollars  or  less.  It  is  not  large  financing  that  has  to  centralize  in 
Washington  that  proves  to  be  somewhat  of  a  bottleneck.  It  would  be 
decentralized  through  thirty-some-odd  offices.  The  R.  F.  C.'s  financ- 
ing is  pretty  largely  centralized  here. 

Senator  Connally.  They  have  offices  all  over  the  country. 

Mr.  Eccles.  That  is  right.  Most  of  their  offices  are  right  in  the 
Reserve  banks. 

Senator  Connally.  They  have  as  many  offices,  then,  as  the  banks 
have. 

Mr.  Eccles.  Yes;  but  I  think  most  of  the  loans  have  to  be  cleared 
through  Washington. 

Senator  Connally.  Finally,  yes. 

Mr.  Eccles.  Very  little  authority  is  given. 
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Senator  Connally.  They  have  to  come  here  to  be  approved.  In 
my  State,  in  Texas,  I  know  they  have  four  or  five  offices. 

Mr.  Eccles.  In  our  situation,  in  each  of  the  Reserve  banks  these 
loans  would  be  approved  there  and  not  here  at  all ;  they  would  handle 
loans;  they  would  be  made  and  approved  there,  because  they  have  a 
complete  organization,  the  bank's  directors,  businessmen,  bankers,  and 
in  addition  to  that  they  have  a  credit  department  that  has  been  pretty 
largely  inactive  for  quite  a  number  of  years,  due  to  the  fact  that  there 
has  been  practically  no  borrowing  by  the  banks  from  the  Reserve 
bank,  so  that  they  could  have  the  facilities  to  handle  this  field  and 
it  would  not  be  duplicating  and  it  would  not  be  a  matter  of  compe- 
tition with  the  R.  F.  C.  It  would  not  require  an  appropriation  of 
Congress.  There  is  this  $139,000,000— at  least  $112,000,000  of  that 
has  not  been  used — of  earmarked  gold,  gold  set  aside  in  the  Treasury 
that  cannot  be  used  by  the  Treasury,  and  it  could  be  made  available 
for  this  purpose.  Certainly,  if  it  isn't  going  to  be  made  available 
for  this  purpose  it  should  be  made  available  to  the  Treasury  to  use 
in  connection  with  its  regular  expenditures. 

Senator  Hatch.  May  I  interrupt,  Mr.  Eccles,  for  a  moment.  From 
what  you  have  said,  I  judge  that  under  existing  legislation,  there  is 
no  adequate  way  by  which  the  Federal  Reserve  System  can  partici- 
pate in  this  program. 

Mr.  Eccles.  That  is  correct. 

Senator  Hatch.  There  is  nothing  it  can  do  for  small  business  as  the 
matter  stands  today. 

Mr.  Eccles.  That  is  correct.  It  has  been  suggested  that  the  Re- 
serve System  would  use  its  own  capital,  its  own  funds  to  make  these 
loans.  Of  course,  if  this  139  million  hadn't  been  taken  away  from  it, 
it  would  have  surplus  enough  to  justify  taking  the  amount  of  risk 
involved  in  this  sort  of  thing,  but  with  its  limited  capital  and  sur- 
plus today,  it  certainly  isn't  justified  in  doing  so,  and  it  wouldn't 
do  so.  All  it  is  requesting  here  is  the  funds  that  were  taken  away  from 
it  be  returned  to  be  used  for  this  purpose. 

The  other  Government  agencies,  the  R.  F.  C.  and  others  that  are 
in  the  lending  field,  of  course,  had  funds  made  available  to  assume 
risk.  The  H.  O.  L.  C.  is  a  case  in  point.  Congress  appropriated  large 
capital  for  them  to  make  mortgage  loans  that  private  capital  couldn't 
make,  and  it  was  assumed  they  may  lose  that  capital,  or  a  substan- 
tial part  of  it.  The  Farm  Credit  Administration  had  $2,000,000,000 
made  available  through  the  Farm  Mortgage  Corporation  to  help  the 
land  banks  out  on  the  assumption  that  they  would  lose  some  of  it. 
No  money  has  ever  been  made  available  by  the  Government  to  the 
Federal  Reserve  System.  Congress  has  never  appropriated  a  dollar 
for  that  purpose. 

Senator  Connally.  The  Government  doesn't  own  that  agency. 
These  other  agencies  are  direct  agencies  of  the  Government. 

Mr.  Eccles.  But  the  Government  controls  the  Federal  Reserve 
System. 

Senator  Connally.  It  controls  it,  but  it  doesn't  own  it,  and  if  you 
get  money  and  dish  it  out  and  lose  it,  the  Government  loses  that. 
You  want  to  loan  the  Government's  money.  You  don't  have  your  own 
money. 
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Mr.  Eccles.  That  is  true  of  every  agency.  Every  agency  loans 
money  appropriated  by  Congress  if  it  assumes  a  risk,  and  if  they  want 
the  Federal  Keserve  to  perform  this  service,  then  certainly  they  are 
not,  I  am  sure,  going  to  do  it  out  of  their  present  limited  capital  and 
surplus.  Only  by  making  available  these  funds — which  was  the  orig- 
inal idea  in  1934 — will  they  engage  in  this  sort  of  lending,  and  if 
Congress  doesn't  want  to  do  that,  certainly  there  isn't  anything  we  can 
do  in  the  situation  at  all.  We  just  don't  want  to  have  any  responsi- 
bility without  having  authority  to  do  something  about  it.  I  believe 
we  could  be  helpful.  It  is  up  to  Congress  to  say  whether  or  not  they 
want  us  to  be. 

I  didn't  come  up  here  at  my  own  request.  I  knew  nothing  about 
what  I  was  coming  for. 

The  Chairman.  You  came  at  the  request  of  Senator  Mead  who 
wanted  to  ask  you  that  question,  and  he  did.  We  thank  you  for 
coming  and  I  appreciate  very  much  the  information  you  have  given 
us. 

The  committee  will  recess  until  next  Tuesday  when  it  will  go  into 
some  further  matters  in  connection  with  camps  and  machinery  con- 
tracts, and  the  witnesses  will  be  announced  later. 

(Whereupon,  at  1 :  25  p.  m.,  an  adjournment  was  taken  until  Tues- 
day, July  29, 1941.) 
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TUESDAY,  JULY  29,    1941 

United  States  Senate, 
Special  Committee  to  Investigate 

the  National  Defense  Program, 

Washington,  D.  G. 

The  committee  met  at  10 :  35  a.  m.,  pursuant  to  adjournment  on 
Tuesday,  July  29,  1941,  in  room  318,  Senate  Office  Building,  Senator 
Harry  S.  Truman,  presiding. 

Present:  Senators  Harry  S.  Truman,  chairman,  and  Ralph  O. 
Brewster. 

Also  present :  Hugh  A.  Fulton,  chief  counsel. 

The  Chairman.  The  committee  will  come  to  order. 

I  want  to  make  a  preliminary  statement  here  for  release. 

Extensive  hearings  covering  all  phases  of  the  huge  national  de- 
fense housing  program  are  scheduled  to  be  held  soon  by  the  Senate 
Committee  Investigating  National  Defense. 

Complaints  of  excessive  building  costs,  improper  location  of  hous- 
ing sites,,  faulty  construction,  and  unduly  high  prices  paid  for  land 
acquisition  have  already  been  received  by  the  committee.  These  com- 
plaints, together  with  others  expected  to  be  brought  to  the  com- 
mittee's attention,  are  being  carefully  investigated.  If  the  taxpayer 
isn't  getting  his  money's  worth  on  defense  housing,  we  are  going  to 
find  out  why  he  isn't,  and  we  will  go  after  that  as  soon  as  we  get 
through  with  the  program  we  now  have  in  view. 

Captain  Richardson  will  be  the  first  witness. 

Captain  Richardson,  will  you  be  sworn?  Do  you  solemnly  swear 
to  tell  the  truth,  the  whole  truth,  and  nothing  but  the  truth,  so  help 
you  God? 

Captain  Richardson.  I  do. 

TESTIMONY  OF  ROBERT  L.  RICHARDSON,  CAPTAIN,  QUARTER- 
MASTER CORPS,  CHIEE  0E  EQUIPMENT  UNIT,  PURCHASE  AND 
EXPEDITING  SECTION,  WASHINGTON,  D.  C. 

The  Chairman.  State  your  name  and  your  connections  for  the 
benefit  of  the  reporter,  please. 

Captain  Richardson.  Robert  L.  Richardson,  captain,  Quartermas- 
ter Corps,  Chief  of  Equipment  Unit,  Purchase  and  Expediting  Sec- 
tion. 

The  Chairman.  Mr.  Fulton,  will  you  proceed  with  the  exami- 
nation, please? 
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Mr.  Fulton.  Captain  Richardson,  I  understand  that  you  are  in  the 
Quartermaster  Corps  of  the  Army. 

Captain  Richardson.  That  is  correct,  sir. 

Mr.  Fulton.  And  that  you  were  in  charge  of  supervising  this  pro- 
gram of  renting  equipment  for  use  in  the  Army  camp  construction, 
and  also  in  ordnance  plant  construction. 

Captain  Richardson.  That  is  correct.  My  policies  were  set  up  by 
my  office  and  approved  by  my  commanding  officer. 

Mr.  Fulton.  Would  you  tell  us  something  of  your  past  experi- 
ence and  connections  before  you  came  with  the  Army  ? 

Captain  Richardson.  I  became  an  employee  in  the  Army  as  of  Sep- 
tember 10,  last  year,  from  civilian  life.  Prior  to  that  time  I  was 
with  the  Building  Supplies  Corporation,  handling  their  machinery 
department ;  also  estimating  for  them ;  with  the  Taylor-Parker  Co. 
in  Norfolk,  Va.,  handling  their  machinery  department  on  Govern- 
ment sales  particularly;  later  with  Phillips  Machinery  Co.  and  also 
with  that  connection  designing  and  selling  of  construction  equipment 
for  the  Manitiwoc  Shipbuilding  &  Engineering  Co. 

The  Chairman.  Did  you  ever  buy  machinery  for  the  Government 
or  for  any  corporation  ? 

Captain  Richardson.  I  bought  it  for  the  corporation,  sir,  but  not 
for  the  Government. 

The  Chairman.  Your  principal  business  has  been  the  selling  of 
machines  ? 

Captain  Richardson.  Selling  and  designing  of  machinery;  yes, 
sir. 

Mr.  Fulton.  And  by  selling  machinery,  you  mean  selling  to  these 
persons  who  are  now  the  principal  renters  of  equipment  ? 

Captain  Richardson.  No,  sir;  most  of  it  was  to  the  Government 
direct. 

Mr.  Fulton.  To  the  Government  direct? 

Captain  Richardson.  Yes,  sir. 

Senator  Brewster.  When  you  came  with  the  Government  you 
severed  all  connection  with  your  old  association  ? 

Captain  Richardson.  Yes,  sir. 

Senator  Brewster.  You  understand  we  have  been  presented  with 
this  problem :  To  get  anybody  who  knew  anything  about  it,  they 
have  been  identified  with  private  interests. 

Captain  Richardson.  I  don't  mind  any  investigation  of  my  past, 
sir. 

Senator  Brewster.  I  am  only  pointing  out  to  you  the  problem 
always  arises. 

Captain  Richardson.  That  was  quite  well  explained  to  me  by 
General  Hartman  when  I  came  in.  I  think  I  took  quite  a  reduction 
in  salary  to  come  in  the  Army  to  be  of  any  help  I  could. 

Senator  Brewster.  Did  you  have  any  other  interests  besides  your 
salary  in  these  companies  ? 

Captain  Richardson.  No,  sir. 

Senator  Brewster.  You  never  had  any  stock  in  them? 

Captain  Richardson.  I  hold  no  stock  in  any  machinery  company, 
sir. 

Senator  Brewster.  You  realize  that  in  any  departures  which  you 
make  from  the  previously  accepted  practice  in  private  industry  does 
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require  pretty  good  explanation  on  your  part  as  to  why  the  Govern- 
ment got  a  better  deal. 

Captain  Richardson.  Quite  correct,  sir. 

Senator  Brewster.  You  realize  that  question  has  been  raised  here, 
and  you  are  prepared  to  go  into  that  pretty  thoroughly? 

Captain  Richardson.  I  think  I  can  go  into  it  as  thoroughly  as 
anyone  wants. 

Mr.  Fulton.  Do  you  expect  to  remain  in  the  Army  during  the 
defense  program  or  go  back  to  civilian  life. 

Captain  Richardson.  I  am  only  a  Reserve  officer  and  it  would  be 
according  to  the  wants  or  needs  of  the  Army  and  the  discretion  of 
my  commanding  officer.  I  have  an  extension  of  duty  of  1  year  to 
September  1942.  After  that  I  imagine,  unless  there  is  an  emer- 
gency, I  will  be  a  civilian  again. 

Mr.  Fulton.  And  would  return  to  the  sale  of  equipment  ? 

Captain  Richardson.  I  expect  now,  sir — my  father  is  a  contractor 
and  has  no  contracts  with  the  Army  but  with  the  Navy — to  go  back 
with  his  construction  company. 

WAR  DEPARTMENT  RENTAL  SCHEDULE  FOR  EQUIPMENT 

Mr.  Fulton.  Would  you  tell  us  what  the  status  of  the  Equipment 
Rental  Section  of  the  Quartermaster  Corps  was  when  you  came  into 
the  Army  on  September  10,  1940?  What  plans  did  they  have  for 
the  rental  of  equipment  ? 

Captain  Richardson.  I  was  appointed  a  captain  on  August  19,  if 
I  am  not  mistaken,  and  was  called  to  active  duty  on  the  10th  of 
September.  I  reported  to  the  Quartermaster  General's  office  and  was 
told  that  I  would  have  the  Mechanical  Equipment  Section.  At  that 
time  there  was  a  rental  schedule  which  is  known  as  the  Contractors' 
Equipment  Rental  Schedule,  that  had  been  drawn,  I  think,  by  Mr. 
Harry  Loving  and  some  of  his  associates  in  the  Quartermaster  Corps. 
That  schedule  is  dated  July  1940. 

Mr.  Fulton.  In  addition  to  that  schedule,  what  had  the  War  De- 
partment prepared  to  handle  this  equipment  situation  ? 

Captain  Richardson.  There  was  no  rental  agreement  for  third- 
party  equipment.  It  called  for  a  form  to  be  approved  by  the  Secre- 
tary of  War  for  the  rental  of  all  third-party  equipment,  meaning 
third-party  lessors. 

Mr.  Fulton.  And  what  kind  of  an  organization  had  been  set  up  ? 

Captain  Richardson.  There  was  no  organization  at  that  time,  that 
is  according  to  my  knowledge. 

Mr.  Fulton.  And  on  September  10  they  had  this  schedule  and  a 
form  of  contract,  and  nothing  else  ? 

Captain  Richardson.  We  didn't  have  the  form  of  contract.  They 
had  this  schedule  in  rough  form.  I  then  proceeded  to  have  it  printed 
immediately  by  the  Government  Printing  Office,  and  with  the  help  of 
the  Legal  Section  we  worked  up  the  original  rental  schedule  for  third- 
party  equipment. 

Mr.  Fulton.  What  information  did  they  have  on  the  quantities  of 
equipment  that  were  available  or  on  the  rental  prices  that  had  been 
charged  ? 

Captain  Richardson.  On  the  rental  prices  that  had  been  charged, 
the  Civil  Engineering  Section  and  Purchase  and  Expediting  had,  of 
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course,  a  variance  of  prices;  they  would  vary  all  over  the  United 
States,  according  to  local  conditions  and  the  type  of  work  to  be  per- 
formed. They  didn't  have  at  that  particular  time  the  equipment 
that  was  available  for  rental. 

Mr.  Fulton.  Did  they  have  a  list  of  the  equipment,  whether  it  was 
available  for  rental  or  not? 

Captain  Richardson.  No;  they  didn't.  I  circularized  all  con- 
tractors and  all  dealers,  requesting  them  to  send  me  a  list  of  equip- 
ment they  had  available  for  immediate  rental  at  that  particular  time. 

Mr.  Fulton.  So  you  started  to  do  that  work  which  you  regarded 
as  basic? 

Captain  Richardson.  That  is  correct,  sir.  That  was  my  idea  of 
assembling  the  equipment  so  that  when  the  camps  started  we  could 
give  them  8  or  10  names  of  the  different  machinery  companies  or 
contractors  that  had  available  equipment  for  rental,  immediately, 
not  equipment  on  projects  that  you  could  get  2  months  from  now. 

Mr.  Fulton.  And  how  many  weeks  did  it  take  to  gather  that  in- 
formation ? 

Captain  Richardson.  It  took  approximately  2y2  weeks  to  gather 
that  complete  file.  We  have,  of  course,  since  then  had  lists  coming 
out  any  time  we  can  find  anyone  that  has  equipment.  If  we  hear 
of  it,  we  write  to  them,  get  a  list  of  it,  see  that  it  is  available  for  rental 
and  also  for  inspection  prior  to  renting. 

Mr.  Fulton.  And  that  would  mean  by  the  1st  of  October  you  had 
lists  of  equipment  and  names  of  the  owners  and  where  it  was  avail- 
able? 

Captain  Richardson.  We  had  the  list  of  all  dealers.  That  was 
obtained  from  the  Engineering  Section,  Civil  Engineering  Section 
of  the  Quartermaster  Corps;  but  I  am  speaking  now  mainly  of  the 
contractors'  list  they  had  from  the  Turnpike  and  Shasta  Dam  and 
any  job  of  that  size  where  you  would  find  large  earth-moving  equip- 
ment. 

recapture  of  rented  equipment  by  the  government 

Mr.  Fulton.  How  many  million  dollars  of  equipment  has  the  Gov- 
ernment rented  during  this  program? 

Captain  Richardson.  I  would  say  roughly — I  think  you  have  the 
exact  figure — eighty-five-million-some-odd-thousand  dollars.  That 
was  of  June  1. 

The  Chairman.  That  is  the  purchase  value  of  the  equipment  ? 

Captain  Richardson.  That  is  correct,  that  is  the  value  of  the 
equipment  rented. 

Mr.  Fulton.  That  is  the  so-called  recapture  value  that  you  set  up, 
isn't  it? 

Captain  Richardson.  It  wasn't  set  up.  That  is  the  recapture  value 
that  was  bid  to  us. 

Mr.  Fulton.  Do  you  regard  that  as  the  true  value  of  the  machinery  ? 

Captain  Richardson.  In  most  instances,  yes.  You  may  find  an 
isolated  case  where  it  is  in  excess. 

Mr.  Fulton.  Or,  in  fact,  a  good  many  cases  where  that  is  in  ex- 
cess ;  isn't  that  true  ? 

Captain  Richardson.  I  should  imagine  in  renting  the  amount 
and  number  of  items  of  equipment  that  were  rented,  particularly  of 
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specialized  equipment  where  we  had  to  have  it  to  finish  any  project 
on  schedule — — 

Mr.  Fulton  (interposing).  How  much  rental  has  the  Government 
paid  for  that  $85,000,000  worth  of  equipment  ? 

Captain  Richardson.  I  think  you  have  it  there — 37  million,  isn't 
it,  and  some  odd  thousand? 

Senator  Brewster.  Thirty-six  million. 

Captain  Richardson.  Thirty-six  million. 

Mr.  Fulton.  That  is  a  very  substantial  portion  of  this  value  even 
as  claimed  by  the  contractors  for  recapture  purposes,  is  it  not? 

Captain  Richardson.  You  also  have,  I  think,  the  recapture  as  of 
June  1,  and  I  think  I  have  requested  to  supplement  that  report 
as  of  July  1  due  to  the  fact  that  the  report  that  I  made  contained 
every  project  that  we  have  from  purchase  and  hire  ordnance  plants 
and  Army  camps.  One  specific  camp  that  I  brought  to  your  atten- 
tion was  Fort  Knox  which  shows  no  equipment  recaptured  as  of 
June  1,  but  as  of  June  30  there  was  $154,000  in  equipment  recaptured. 
Also  we  had  transferred  from  the  camp  jobs,  retaining  the  Govern- 
ment's equity,  to  ordnance  plants,  to  purchase  and  hire  jobs,  this 
amount  of  equipment  which  was  then  being  recaptured  by  the 
ordnance  plant  with  the  consent  of  the  lessor. 

Mr.  Fulton.  How  much  of  this  equipment  do  you  estimate  will  be 
recaptured  ? 

Captain  Richardson.  I  would  say  by  the  last  of  August  $40,000,000 
in  equipment. 

The  Chairman.  When  did  you  first  begin  to  make  an  energetic 
effort  to  recapture  this  equipment ;  after  we  started  this  investigation  ? 

Captain  Richardson.  No,  sir ;  it  was  made  the  minute  it  was  avail- 
able from  any  Army  camp. 

The  Chairman.  I  notice  specific  instances  where  much  of  this  equip- 
ment was  turned  loose,  and  it  was  right  up  to  the  point  where  it  was  at 
a  value  that  could  be  recaptured,  and  then  an  effort  has  been  made  to 
go  back  and  recapture  some  of  that  equipment. 

Captain  Richardson.  Sir,  our  basic  contract  or  the  principal  con- 
tract is  phrased  and  so  written  that  we  cannot  recapture  construction 
equipment  until  the  rental  has  equaled  100  percent,  plus  1  percent  a 
month. 

The  Chairman.  That  is  100  percent  of  its  retail  value  ? 

Captain  Richardson.  That  is  correct. 

The  Chairman.  Why  don't  you  try  to  recapture  it  at  wholesale 
value  ? 

Captain  Richardson.  It  doesn't  say  retail  value ;  it  says  100  percent 
of  value. 

The  Chairman.  What  is  100  percent  of  value ;  is  it  the  cost  plus  a 
profit  added  by  someone  who  has  gone  into  business  for  the  purpose,  or 
is  the  value  what  it  costs  to  bring  it  out  of  the  factory  ? 

Captain  Richardson.  I  would  like  to  finish  this  contract,  if  you 
don't  mind,  and  then  I  will  answer  your  other  question.  It  also  states 
at  the  completion  of  the  contract,  or  the  termination  of  the  principal 
contract,  we  can  then  recapture.  Prior  to  that,  we  had  to  get  the  con- 
sent of  the  third  party  lessor  or  the  contractor  to  recapture  equipment. 
We  had  to  get  our  rental  equipment  according  to  the  basic  contract. 
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We  couldn't  put  anything  in  there  that  would  offset  the  wording  of  the 
basic  contract. 

Mr.  Fulton.  Do  you  know  why  the  basic  contract  was  so  written 
that  the  Government  couldn't  recapture  equipment  on  which  it  had 
paid,  say,  90  percent  of  value  ? 

Captain  Richardson.  No,  sir.  The  basic  contract  was  written  prior 
to  my  being  in  the  Army.  I  couldn't  answer  that  question ;  I  wouldn't 
know. 

Mr.  Fulton.  So  far  as  you  were  concerned,  you  had  to  deal  with  it 
as  it  was  written. 

Captain  Richardson.  I  had  to  deal  with  it  as  it  was  written. 

Senator  Brewster.  Did  you  consider  that  disadvantageous  to  the 
Government  ? 

Captain  Richardson.  In  some  cases;  yes,  sir.  Immediately  after 
the  rental  of  equipment — we  have  files  to  substantiate  it — I  wrote  to 
every  machinery  dealer  and  every  contractor  I  was  renting  equipment 
from  and  asked  their  permission  to  transfer  the  equipment  with  Gov- 
ernment equity  or  let  us  recapture  it  at  the  completion  of  that  par- 
ticular work  that  that  machine  was  working  on ;  for  instance,  if  it  was 
working  on  grading  and  was  finished  90  days  prior  to  the  termination 
of  the  principal  contract,  to  allow  us  to  do  it.  They  were  very  cooper- 
ative in  many  instances ;  in  some  instances,  not. 

Senator  Brewster.  Hasn't  it  been  thought  better  to  have  a  right 
to  recapture  if  you  paid  over  60  percent  ? 

Captain  Richardson.  I  should  think  so,  which  we  have  now  in  our 
new  rental  agreement.  We  still  can't  recapture  until  the  termina- 
tion of  the  principal  contract  or  the  100  percent  has  been  reached, 
but  we  do  now  reserve  the  right  to  transfer  which  we  didn't  have 
before. 

Senator  Brewster.  You  mean  from  one  job  to  another? 

Captain  Richardson.  That  is  correct. 

Senator  Brewster.  In  other  words,  if  you  were  on  one  job  that 
wasn't  applied  on  another  job? 

Captain  Richardson.  No,  sir;  that  was  applied  to  the  other  job. 
In  other  words,  we  used  the  same  rental  contract  from  one  job  to 
another. 

Senator  Brewster.  We  have  had  the  criticism — I  know  it  has  been 
voiced — that  by  transferring  equipment  from  one  job  to  another  they 
avoided  this.    Was  that  not  possible? 

Captain  Richardson.  It  may  have  been  done  in  some  isolated  in- 
stances.    I  couldn't  answer  that. 

Senator  Brewster.  Was  it  legally  possible? 

Captain  Richardson.  When  we  release  the  equipment — speaking 
of  the  Quartermaster  Corps — and  return  it  to  the  owner,  there  is  no 
way  in  the  world  we  can  retain  the  equity,  according  to  the  basic 
contract. 

m  Senator  Brewster.  At  Blanding  the  contractor  insisted  he  had  the 
right  to  take  itout,  and  there  was  quite  a  rumpus  as  to  whether  he 
should  remove  it.  At  one  stage  the  Government  quartermaster  im- 
pounded it  when  he  took  over  in  the  spring.  Are  vou  familiar  with 
that? 

Captain  Richardson.  You  are  speaking  particularly  of  trucks ;  is 
that  correct? 
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Senator  Brewster.  I  think  so. 

Captain  Eichardson.  I  can  assure  you  the  trucks  at  Blanding 
were  recaptured  not  only  for  the  Quartermaster  Corps  but  for  W.  P. 
A.  and  also  the  Public  Health  Service  who  have  the  mosquito  con- 
trol through  Florida. 

Senator  Brewster.  The  contractor  did  claim  the  right  to  take  that 
away.    Didn't  they  have  quite  a  fuss  ? 

Captain  Richardson.  He  claimed  it,  but  he  didn't  take  it.  W.  P.  A. 
had  suballotted  funds  to  us,  and  the  Public  Works  Administration 
and  Public  Health  Service  had  suballotted  funds  under  1080  form 
to  the  Quartermaster  Corps  to  hold  that  equipment  as  needed  in 
future  projects,  having  no  priority  to  get  it.  So  we  did  look  out  for 
the  Government  very  well  in  Blanding. 

Mr.  Fulton.  That  means  at  Blanding  you  paid  a  rental  up  to  100 
percent  of  the  contractor's  agreed  recapture  value  and  thereby  ob- 
tained the  equipment? 

Captain  Eichardson.  That  is  correct,  sir. 

Mr.  Fulton.  But  as  I  understand  Senator  Brewster's  question,  it 
related  to  those  instances  in  which  there  was  no  right  to  recapture 
because  the  rental,  although  a  large  part  of  the  total  value,  was  not 
100  percent.  In  such  instances,  the  equipment  could  be  released  and 
if  subsequently  hired  on  a  Government  job  or  private  job  might 
earn  further  rental  so  that  ultimately  the  owner  of  the  equipment 
might  obtain  a  rental  considerably  in  excess  of  his  own  idea  of  re- 
capture value. 

Captain  Eichardson.  Mr.  Fulton,  we  have  no  authority  that  I 
know  of  to  control  a  man's  personal  property  after  we  have  released 
it.  I  don't  know  that  this  Government  has  it,  or  anyone  else.  If 
we  release  it,  according  to  our  contract,  we  have  no  further  equity 
in  it. 

Mr.  Fulton.  And  you  do  not  keep  a  record  of  the  serial  numbers, 
say,  of  the  motor  or  engine  on  a  crane  so  as  to  know  on  a  later  Govern- 
ment job  whether  that  was  used  on  an  earlier  Government  job  and 
released  ? 

Captain  Eichardson.  What  would  you  do  with  it  if  you  kept  it? 
He  doesn't  have  to  rent  it  to  you.  If  you  won't  accept  his  value  and 
moderate  it,  what  good  would  it  do  ? 

QUESTION  OF  PURCHASE  OF  EQUIPMENT  BY  GOVERNMENT 

Mr.  Fulton.  It  might  indicate  it  would  be  desirable  to  keep  a  record 
and  perhaps  buy  some  of  the  cranes  yourself  instead  of  renting  them 
for  more  than  they  are  worth. 

Captain  Eichardson.  Buy  them  how  ?     How  do  you  mean  ? 

Mr.  Fulton.  I  mean  by  that  that  according  to  the  figures  you  have 
given  us  here,  the  Government  is  paying  a  very  substantial  portion  of 
the  total  value  of  this  equipment  anyway. 

Captain  Eichardson.  What  I  tried  to  explain  is  that  the  June  1  re- 
port isn't  a  true  picture  of  the  machinery  problem.  I  told  you  that  long 
before  the  hearing. 

Mr.  Fulton.  You  stated  that  the  report  showing  you  had  only  re- 
captured 10  percent  would  not  be  true  because  during  recent  weeks  you 
had  been  recapturing  a  great  deal  of  this  equipment  and  you  expected 
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to  recapture  more.  But  even  at  the  end  of  this  you  don't  intend  to 
recapture  more  than  a  fraction  of  this  quipment,  do  you  ? 

Captain  Richardson.  What  fraction  are  you  speaking  of?  Let's 
talk  percentages. 

Mr.  Fulton.  You  spoke  of  less  than  half. 

Captain  Richardson.  That  is  of  August  1.  We  still  have  ordnance 
plants  that  won't  be  completed  until  possibly  September  of  1942  which 
need  equipment ;  the  minute  we  own  it  and  it  is  available,  it  will  then 
be  placed  on  those  particular  plants  that  are  not  completed,  and  rental 
equipment  we  are  paying  for  will  either  be  recaptured  for  future  main- 
tenance or  we  will  get  rid  of  all  the  old  equipment  on  these  projects. 

Mr.  Fulton.  How  much  do  you  expect  to  recapture  ultimately — 
what  fraction  of  the  equipment? 

Captain  Richardson.  It  has  to  be  a  guess.  That  is  the  only  thing  I 
can  tell  you. 

Mr.  Fulton.  It  is  going  to  run  into  a  sizeable  fraction,  isn't  it  ? 

Captain  Richardson.  I  would  say  75  percent  of  the  equipment. 

Mr.  Fulton.  If  you  are  going  to  recapture  75  percent  of  the  equip- 
ment, why  don't  you  buy  it  instead  of  renting  it  on  this  price  schedule 
and  at  recapture  values  that  are  in  excess  of  what  the  Government  can 
buy  the  equipment  for  ? 

Captain  Richardson.  If  you  will  inspect  the  records  of  the  ordnance 
plants  as  they  were  set  up,  you  will  find  that  the  equipment  was  bought, 
except  for  specialty  equipment  that  would  be  of  no  use  to  the  Army 
later  on.     We  have  to  get  rid  of  equipment  once  we  have  it. 

Mr.  Fulton.  A  great  deal  of  this  equipment  you  are  recapturing  is 
ordinary  dump  trucks  and  ordinary  tractors  and  things  of  that  kind. 

Captain  Richardson.  Let's  speak  of  tractors  in  their  sizes.  A 
tractor  could  be  used  for  future  maintenance  of  a  station,  but  you 
wouldn't  want,  an  HD-14  130  hp.  tractor  for  maintenance.  It  would 
be  a  loss  to  the  Government  to  be  sitting  there  for  maintenance  pur- 
poses. 

Mr.  Fulton.  Suppose  we  take  an  ordinary  International  truck,  iy2 
ton,  quite  a  common  vehicle. 

Captain  Richardson.  That  would  be  used  for  maintenance  any- 
where. 

Mr.  Fulton.  The  Government  can  buy  that  for  a  lot  less  than 
these  recapture  values,  can  it  not? 

Captain  Richardson.  Through  the  Motor  Transport  Division ;  yes. 

Mr.  Fulton.  What  is  the  reason  that  the  Government  should  rent 
those  things  and  then  recapture  them  at  prices  considerably  in  excess 
of  what  it  could  go  out  and  buy  them  for  itself? 

Captain  Richardson.  The  original  camp  jobs  were  set  up  for  90 
to  120  days.  We  needed  at  that  particular  time  approximately  $60,- 
000,000  in  equipment,  that  is  my  guess,  maybe  50.  In  the  first  place, 
your  manufacturers  were  so  loaded  clown  with  ordnance  work  that 
they  couldn't  produce  them  unless  you  drew  from  dealers  stocks  that 
had  been  stocked  up  all  over  the  country. 

Mr.  Fulton.  At  least  on  that  point 

Captain  Richardson.  May  I  finish,  please? 

Mr.  Fulton.  Let's  take  up  that  point  you  raised  because  I  took  it 
up  with  you  yesterday  and  I  thought  I  satisfied  you  on  it.     If  the 
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manufacturer  couldn't  produce  it,  he  couldn't  produce  it  for  sale  to 
an  equipment  renter  any  easier  than  he  could  produce  it  for  sale  to 
the  Government,  could  he? 

Captain  Richardson.  Mr.  Fulton,  did  you  make  a  survey  of  the 
equipment  that  was  available  at  the  start  of  this  project  with  dis- 
tributors 2 

Mr.  Fulton.  Would  you  please  answer  that  question? 

Captain  Richardson.  I  am  explaining  it  to  you. 

Mr.  Fulton.  The  Government  could  buy  it  just  as  easily  as  an 
equipment  renter  could  buy  it,  isn't  that  true? 

Captain  Richardson.  Yes;  if  Motor  Transport  weren't  loaded 
down  with  buying  all  the  mechanized  units  they  certainly  could  under 
ordinary  circumstances.  But  they  couldn't  expedite  it  fast  enough  to 
build  fixed-fee  camps. 

Mr.  Fulton.  You  mean  by  that  the  Army  wasn't  able  to  place 
orders  for  the  purchase  of  ordinary  trucks  and  therefore  had  to  get 
private  people  to  purchase  them. 

Captain  Richardson.  They  were  buying  about  20,000  special  units 
at  that  time.  That  wants  to  be  taken  into  consideration,  not  just  the 
idea  that  the  Army  couldn't  do  it. 

Mr.  Fulton.  It  is  your  position  that  it  is  easier  for  the  Govern- 
ment to  enter  into  contracts,  dozens  of  them,  with  private  persons, 
for  them  to  go  out  and  buy  these  trucks  privately,  than  it  would  be 
for  the  Army  to  go  directly  and  buy  the  trucks  from  the  manu- 
facturer ? 

Captain  Richardson.  To  satisfy  yourself,  Mr.  Fulton,  I  would 
like  for  you  to  make  a  survey  of  the  trucking  companies  today  and 
see  what  is  the  best  delivery  you  can  get  with  an  A-l-A  priority  on 
trucks. 

Mr.  Fulton.  And  the  question  I  asked  was  specifically  whether 
you  think  that  the  Army  couldn't  more  easily  have  bought  those 
trucks  than  go  out  and  make  dozens  of  contracts  with  private  people. 

Captain  Richardson.  The  Army  at  that  time  had  no  way  of  know- 
ma:  the  number  of  trucks  that  were  necessary,  or  anyone  else. 

Senator  Brewster.  How  did  they  lease  them  if  they  didn't  know 
what  they  had  to  have  ? 

Captain  Richardson.  They  were  leased  on  the  project  after  they 
found  the  number  of  cars  of  lumber  of  necessary  material  that  could 
come  in  to  be  unloaded. 

Senator  Brewster.  You  in  substance  say  it  was  easier  for  the  Gov- 
ernment to  rent  than  it  was  to  buy. 

Captain  Richardson.  Yes,  sir.  They  could  expedite  it  faster ;  they 
could  get  deliveries  from  dealers,  and  you  gentlemen  wanted  us  to  build 
camps  in  a  hurry. 

Senator  Brewster.  That,  of  course,  seems  rather  extraordinary,  but 
I  presume  your  difficulties- 

Captain  Richaedson  (interposing).'  If  the  Army  had  known  we 
would  have  a  program  this  long  and  would  have  2  years  to  build  the 
camps  instead  of  90  days,  so  it  would  be  the  ordinary  2-year  lump- 
sum job,  we  could  then  anticipate  everything. 
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Senator  Brewster.  As  I  understand,  you  do  say  in  the  contracts  now 
you  specifically  provide  for  transfer  so  there  can  be  no  danger  of 
abuses  along  that  line. 

Captain  Richardson.  That  is  correct.  I  would  like  to  submit  this, 
and  I  think  I  have  submitted  the  rental  agreement  as  revised. 

The  Chairman.  That  will  go  in  the  record  as  an  exhibit. 

(The  document  referred  to  was  marked  "Exhibit  No.  90"  and  is 
included  in  the  appendix  on  p.  1881.) 

Senator  Brewster.  Aren't  there  a  few  concerns  that  make  quite  a 
business  of  renting  equipment  ? 

Captain  Richardson.  Yes,  sir. 

Senator  Brewster.  How  many  of  the  big  ones  ? 

Captain  Richardson.  I  would  say,  sir,  85  percent  of  the  machinery 
companies  today  would  rent  equipment. 

Senator  Brewster.  You  mean  the  manufacturers? 

Captain  Richardson.  No,  sir ;  they  are  all  dealers  and  distributors. 

Senator  Brewster.  Now  these  large  concerns  that  have  rented  equip- 
ment very  generally  to  the  Government,  they  also  rent  to  private  con- 
tractors doing  public  work  and  other  business? 

Captain  Richardson.  That  is  correct. 

Senator  Brewster.  Have  you  looked  into  their  profits  this  year  at 
all? 

Captain  Richardson.  No,  sir.  I  don't  think  it  is  up  to  me  entirely 
as  a  person  or  as  a  unit  to  look  into  their  profits,  sir.  I  don't  see  where 
We  can  tell  them  what  they  can  rent  equipment  for.  It  is  their  prop- 
erty. 

Senator  Brewster.  Of  course,  the  impression  the  layman  in  the 
street  has  had — we  have  been  familiar  with  the  provisions  of  the 
people  who  build  roads,  and  so  forth,  in  our  State  governments,  and 
they  have  had  certain  provisions  about  rental.  Now  we  have  read 
these  stories  that  those  were  revised  very  decidedly  upward  and  that 
under  the  Federal  arrangements,  instead  of  taking  the  arrangement 
which  existed  with  a  great  many  private  contractors  all  over  the 
country,  we  had  an  entirely  new  deal,  and  the  implication  has  been 
it  was  very  much  more  advantageous.  Now  as  an  expert  in  that  field, 
what  is  your  comment  on  that  ? 

Captain  Richardson.  My  comment  is  this,  sir ;  that  the  commercial 
rate  of  rental  prior  to  this  program  was  10  percent  of  the  valuation  of 
a  piece  of  equipment. 

Senator  Brewster.  That  is  per  month  ? 

Captain  Richardson.  Yes,  sir. 

Senator  Brewster.  So  that  in  10  months  they  would  pay  the  value 
of  it? 

Captain  Richardson.  They  would  pay  the  value,  that  is  the  book 
value  of  it.  That  doesn't  take  care  of  any  repairs  that  were  done  or 
anything  else. 

Senator  Brewster.  Wasn't  it  also  provided  after  you  had  paid  60 
percent  you  could  then  recapture  ? 

Captain  Richardson.  No,  sir;  it  was  explained  that  according  to 
our  basic  contract  we  couldn't. 

Senator  Brewster.  I  am  speaking  of  preceding  this  program. 

The  Chairman.  You  are  speaking  of  State  contracts. 
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Captain  Richardson.  You  are  speaking  of  commercial  procedure 
prior  to  the  emergency. 

Senator  Brewster.  Associated  General  Contractors. 

Captain  Richardson.  It  so  happened  at  that  particular  time  a  rental 
company  wouldn't  rent  to  anybody,  the  Government  or  anybody  else, 
allowing  100  percent  of  the  rental  to  apply  to  purchase  price,  and  they 
do  that  for  us. 

Senator  Brewster.  When  you  say  "at  that  particular  time,"  the 
implication  might  be  that  the  day  after  you  started  doing  business, 
they  changed  the  system  of  doing  business.  I  am  asking  about  the 
general  arrangement  before  we  got  in  the  crisis. 

Captain  Richaedson.  I  am  trying  to  explain  to  you  this:  In  the 
rental  of  equipment  prior  to  this  program,  if  you  were  a  contractor — 
let's  make  a  specific  example  of  it — and  I  was  in  the  rental  business 
and  you  wanted  to  rent  a  tractor,  or  any  item  of  equipment  you  Wanted 
to  mention,  and  you  wanted  an  option  of  purchase  of  this  piece  of 
equipment,  I  would  allow  you  at  the  most  100  percent  the  first  month, 
90  percent  the  second  month,  75  percent  of  the  rental  to  apply  to  the 
purchase  price  on  the  third  month.  If  you  didn't  purchase  at  the  end 
of  the  third  month  you  lost  your  equity.  If  you  wanted  to  buy  it  was 
lost  legally. 

Senator  Brewster.  You  mean  after  that  you  didn't  have  the  right  of 
recapture  ? 

Captain  Richaedson.  That  is  correct,  sir. 

Senator  Brewster.  Was  that  the  general  arrangement  in  existence 
at  that  time  ? 

Captain  Richardson.  Yes,  sir. 

Senator  Brewster.  How  long  had  that  been  so? 

Captain  Richardson.  For  the  10  years  I  was  renting  equipment  and 
selling  it. 

Senator  Brewster.  Have  you  copies  of  that  general  arrangement? 
Wasn't  there  a  sort  of  blanket  form  that  covered  rental  agreements  ? 

Captain  Richardson.  There  was  a  blanket  form  at  that  particular 
time  that  came  from  the  A.  E.  D.  but  it  had  to  be  moderated  to  your 
local  conditions.     Therefore,  it  wouldn't  be  a  duplication. 

Senator  Brewster.  What  did  A.  E.  D.  stand  for  ? 

Captain  Richardson.  Associated  Equipment  Dealers. 

Senator  Brewster.  And  they  did  have  a  general  form  arrangement 
which  might  be  adapted  to  particular  situations? 

Captain  Richardson.  That  is  correct,  sir ;  but  it  had  to  be  moderated 
to  your  own  locality.  That  depended  on  your  local  State  laws,  how 
they  were  written.  I  am  not  an  attorney,  I  don't  know,  but  it  had  to  be 
adapted  to  the  laws  of  your  State,  and  therefore  it  was  changed.  It 
couldn't  be  a  standard  form  to  be  used  all  over  the  country. 

Senator  Brewster.  Can  you  make  a  copy  of  that  standard  form 
available  to  us  ? x 

Captain  Richardson.  Yes,  sir ;  I  can. 

Senator  Brewster.  We  will  appreciate  it  if  you  will  do  that  and  see 
that  it  goes  into  the  record. 

Do  I  understand  that  you  felt  it  was  no  concern  to  you  how  profit- 
able this  business  proved  to  be  ? 

1  Subsequently  supplied  and  included  in  the  appendix  on  p.  1941  et  seq. 
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Captain  Richardson.  My  concern  was  to  keep  the  rental  rates  down, 
not  the  profits  the  men  made.  I  can't  control  their  prices.  We  rented 
equipment  on  competitive  bidding,  sir. 

Senator  Brewster.  How  many  of  the  big  equipment  concerns  were 
there  dealing  with  the  Government? 

Captain  Richardson.  Do  you  want  to  take  the  equipment  concerns 
alone  and  leave  out  the  contractors  and  private  individuals  we  had  to 
rent  from  ? 

Senator  Brewster.  What  percentage  of  your  business  was  done  with 
each  group  ? 

Captain  Richardson.  That  would  have  to  be  a  guess. 

Senator  Brewster.  Give  an  estimate. 

Captain  Richardson.  I  would  say  the  equipment  dealers  rented  ap- 
proximately 40  percent  of  the  equipment.  I  would  say  the  private 
contractors  who  had  equipment  available  rented  approximately  the 
same  amount.  The  other  20  percent  would  be  from  one  or  two  indi- 
viduals that  owned  the  equipment. 

Senator  Brewster.  Did  you  develop  a  standard  form  for  rental  ? 

Captain  Richardson.  Yes,  sir. 

Senator  Brewster.  And  then  took  competitive  bids  on  that  standard 
form? 

Captain  Richardson.  That  is  correct,  sir.  I  would  like  to  put  our 
standard  form  in  the  record.  As  I  stated,  according  to  the  basic 
contract  we  had  to  have  a  rental  agreement  approved  by  the  Secretary 
of  War.  That  has  been  so  approved  and  when  it  was  approved  it  was 
used  immediately  and  all  rentals  were  placed  on  these  forms. 

(The  document  referred  to  was  marked  "Exhibit  No.  91"  and  is  in- 
cluded in  the  appendix  on  p.  1886.) 

Senator  Brewster.  That  varied  from  the  earlier  one,  as  I  under- 
stand it? 

Captain  Richardson.  I  gave  him  my  revised  copy ;  the  first  one. 

Senator  Brewster.  But  that  varied  from  the  one  which  had  been 
in  use  by  the  Associated  Equipment  Dealers  hitherto  ? 

Captain  Richardson.  Yes,  sir;  because  we  required  100  percent  of 
the  rental  to  apply  to  the  purchase  price  at  all  times,  from  then  on, 
from  the  day  it  was  rented  to  the  day  it  was  either  released  or  recap- 
tured. 

Senator  Brewster.  From  your  association  with  the  business,  have 
you  formed  any  impression  about  how  advantageous  this  business  was 
to  the  equipment  dealer  ? 

Captain  Richardson.  The  equipment  dealers,  like  the  steel  com- 
panies and  the  lumber  companies,  are  doing  possibly  the  largest  busi- 
ness they  have  done  for  years,  and  it  should,  I  imagine,  be  very  advan- 
tageous to  them. 

Senator  Brewster.  We  had  the  shipping  concerns  here  who  were 
rather  appalled  at  their  own  profits  and  felt  that  some  arrangement 
should  be  made  for  reduction.  I  wondered  whether  that  attitude  had 
been  exhibited  by  any  of  the  equipment  dealers. 

Captain  Richardson.  I  never  had  a  man  come  up  and  say  he  would 
take  less  profit,  as  was  the  case  I  read  in  the  newspaper  of  a  ship- 
building company.1 

1  See  supra,  p.  1574.  .  .   .<   <<  < 
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Senator  Brewster.  That  was  testified  here. 

Captain  Richardson.  I  read  that  in  the  newspaper. 

Senator  Brewster.  You  haven't  run  into  that  in  the  case  of  an  equip- 
ment dealer? 

Captain  Richardson.  No,  sir ;  not  so  far.  We  have  this  safety  factor 
now  that  we  didn't  have  before.  The  contractor  takes  a  bid  for  rentals 
on  a  competitive  basis.  Prior  to  the  local  constructing  quartermaster's 
signing  that  rental  agreement  approved  by  the  Government,  it  is  for- 
warded to  the  zone  constructing  quartermaster.  We  have  nine  zones 
similar  to  our  corps  areas,  decentralizing  the  Quartermaster  General's 
office.  We  have  been  able  to  obtain  in  the  zones  competent  equipment 
men.  If  the  valuation  seems  too  high  they  reserve  the  right  of  final 
inspection,  and  we  have  also  reserved  the  right  in  our  contract  that 
within  10  days  after  the  equipment  is  delivered  to  the  project,  if  the 
Government  doesn't  agree  with  the  valuation  of  the  equipment,  al- 
though the  contractor  agrees  with  it  and  the  third  party  lessor,  we 
have  the  right  to  change  the  valuation  and  arbitrate  it,  the  safety 
factor  being  the  zone  in  that  instance,  and  reports  coming  in  monthly 
from  each  project  to  my  office,  and  if  values  seem  too  high  I  can  still 
call  for  a  supplementary  agreement. 

Senator  Brewsttr.  Who  has  the  responsibility  of  maintenance  under 
the  Army  contract  ? 

Captain  Richardson.  Under  the  present  contract  ?    The  Army. 

Senator  Brewster.  That  is  different  from  the  hitherto  existing  ar- 
rangement? 

Captain  Richardson.  You  are  speaking  of  A.  E.  D.  ?  The  A.  E.  D. 
would  only  make  service  calls  for  minor  factors.  If  you  turned  a  crane 
over  and  the  connecting  rod  was  broken  on  your  job,  as  a  contractor 
you  paid  for  it.  If  you  left  oil  out  of  an  engine  and  burned  the  bear- 
ings out,  you  paid  for  it. 

Senator  Brewster.  What  about  ordinary  maintenance  ? 

Captain  Richardson.  In  the  case  of  field  repairs,  something  that  a 
service  man  could  run  over  in  a  pick-up  truck  and  fix  with  two  or 
three  tools,  they  performed  that  service  free  of  charge  to  the  con- 
tractor ;  and  they  have  done  that  for  us. 

Senator  Brewster.  You  mean  that  you  get  the  same  service  now 
that  was  furnished  hitherto  ? 

Captain  Richardson.  Sir,  particularly  on  ordnance  projects  where 
there  is  a  lot  of  equipment,  the  dealers  have  insisted  that  the  manu- 
facturers send  down  to  that  project  four  or  five  good  factory  men 
to  familiarize  the  operators  with  this  equipment — this  is  not  at  the 
expense  of  the  Government — and  to  familiarize  the  local  mechanics 
with  that  equipment. 

Senator  Brewster.  I  think  if  the  answers  were  a  little  more  direct, 
it  would  be  better.  I  am  asking  if  the  arrangement  was  different 
under  the  old  contract  than  under  the  new.    Was  it  or  not? 

Captain  Richardson.  It  was;  yes. 

Senator  Brewster.  You  didn't  make  that  clear  in  your  original 
testimony  that  you  had  now  got  a  100-percent  recapture  clause  but 
you  haven't  got  other  provisions  that  are  identical.  I  think  you 
should  give  both  sides  of  the  story  so  that  it  will  be  clear  just  what 
concessions  you  have  made  to  the  equipment  renters  as  well  as  to 
the  Government. 
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Captain  Richardson.  I  am  trying  to  give  you  this  story,  that  at  the 
beginning  of  this  program  there  wasn't  enough  rental  equipment 
available  to  really  start  these  projects.  We  had  to  rent  construction 
equipment  we  didn't  want  to  rent.  Therefore,  we  have  released 
some  of  it.  And  we  had  to  rent  from  an  individual  owner  who 
possibly  had  one  tractor.  If  you  waited  for  him  to  come  over  and 
make  some  minor  repairs — for  instance,  a  fuel  injector  came  loose 
on  the  machine  and  the  operator  just  sat  there,  when  you  could  fix 
it  for  50  cents — I  don't  think  that  is  very  economical. 

Senator  Brewster.  I  wasn't  raising  the  question  now  about  the 
wisdom  of  your  arrangement.  I  was  trying  to  determine  the  differ- 
ences that  existed. 

Captain  Richardson.  That  gave  us  service  calls  on  machines. 

Senator  Brewster.  Just  a  minute.  You  pointed  out  you  had  a 
different  stipulation  regarding  recapture. 

Captain  Richardson.  That  is  correct. 

Senator  Brewster.  You  did  not  point  out  you  also  made  conces- 
sions to  the  contractor  on  the  matter  of  service.  Whether  those  were 
wise  or  whether  they  were  important  is  another  matter,  but  I  think 
you  ought  in  justice  as  a  Government  witness  to  give  us  both  sides 
of  the  story. 

Captain  Richardson.  You  asked  about  the  recapture;  you  didn't 
ask  about  the  other.  I  will  be  glad  to  compare  the  contracts  if  you 
like. 

Senator  Brewster.  I  have  been  trying  to  get  you  to  do  that. 

Captain  Richardson.  All  the  original  contract  of  the  Associated 
Equipment  Dealers  called  for  was  that  they  would  furnish  minor  or 
field  repairs.  That  is  understood.  We  understand  the  recapture 
portion  of  it. 

Senator  Brewster.  Yes. 

Captain  Richardson.  It  also  stated  you  couldn't  transfer  it  from 
one  job  to  another. 

Senator  Brewster.  That  was  in  their  contract  ? 

Captain  Richardson.  Yes. 

Mr.  Fulton.  You  didn't  have  the  right  to  transfer  in  your  contract. 

Captain  Richardson.  I  didn't  then.  I  do  now.  This  original  rental 
agreement  of  ours  was  drawn  around  an  old  existing  War  Department 
rental  agreement,  modified,  that  had  been  used  on  purchase  and  hire 
jobs  where  it  was  necessary  to  rent  equipment,  as  the  Army  had  very 
little  maintenance  equipment  on  any  post.  After  this  program  we 
will  have  all  the  equipment  we  need.  I  can't  go  into  the  legal  phrase- 
ology of  the  other  contract.    I  am  speaking  of  the  practical  side. 

Senator  Brewster.  That  is  what  we  want. 

Captain  Richardson.  They  would  be  the  only  two  things  of  im- 
portance that  should  be  brought  up.  We  were  in  a  little  different 
category  as  the  contractor  was  the  lessor  and  it  was  approved  by  us, 
approved  by  the  constructing  quartermaster  at  the  station.  Now  it  is 
approved  by  the  zone,  giving  that  safety  factor.  Prior  to  that  the 
contractor  was  the  lessor  and  full  responsible  party  to  an  A.  E.  D. 
contract,  so  there  was  no  safety  factor  for  the  contractor.  That  is 
about  all  I  can  say  that  can  be  brought  out  as  a  comparison  between 
the  two  schedules. 
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Mr.  Fulton.  At  the  time  you  made  the  survey  of  the  existing  equip- 
ment in  the  country,  that  was  equipment  that  was  then  in  the  hands 
of  contractors  or  dealers  ? 

Captain  Richardson.  That  is  correct,  and  individuals  who  had  two 
or  three  items. 

Mr.  Fulton.  Did  it  include  new  equipment  that  had  never  been 

used  ? 

Captain  Richardson.  This  included  only  used  equipment,  that  is 

all. 

Mr.  Fulton.  How  much  used  equipment  did  you  find  in  the  country 
that  was  free  to  work  on  defense  projects  ? 

Captain  Richardson.  I  have  approximately — you  know  the  Penn- 
sylvania Turnpike  had  just  been  finished  prior  to  this  program. 

Mr.  Fulton.  I  just  wanted  the  total  amount. 

Captain  Richardson.  There  was  approximately  $18,000,000  that  was 
available  right  then  for  immediate  shipment.  The  rest  of  it  was  on 
projects.    They  said  it  would  be  free  in  30  or  60  or  90  days. 

Mr.  Fulton.  How  much  of  that  did  you  estimate  there  would  be  ? 

Captain  Richardson.  I  would  say  two  and  a  half  million  on  that. 

Mr.  Fulton.  Two  and  a  half  million  more? 

Captain  Richardson.  That  is  right. 

Mr.  Fulton.  So  there  was  around  twenty-one  million  or  less  of 
equipment  available  for  hire  within  a  period  of  90  or  120  days  ? 

Captain  Richardson.  Some  of  that  equipment,  of  course,  was  of  such 
an  age  that  we  didn't  want  to  rent  it  unless  we  had  to,  due  to  its  high 
maintenance  cost. 

COST  OF  GOVERNMENT-RENTED  EQUIPMENT 

Mr.  Fulton.  You  ultimately  rented  through  your  department,  the 
Quartermaster  Corps,  for  the  Army's  camp  program  and  for  the 
ordnance  program,  about  $86,000,000  of  equipment.  Can  you  tell  me 
how  much,  roughly,  the  Navy  rented  for  its  program  ? x 

Captain  Richardson.  I  would,  have  no  idea.  Most  of  the  Navy's 
equipment  is  a  little  different  category  from  ours.  They  rented  large 
floating  equipment,  tugs,  derrick  barges,  and  so  on. 

Mr.  Fulton.  But  they  had  construction  programs. 

Captain  Richardson.  They  rented  pumps  and  they  rented  tractors. 
The  Navy  called  on  me  the  other  day  to  get  some  tractors  to  start  a 
project  they  didn't  get  delivery  on. 

Mr.  Fulton.  They  rented  tractors  and  trucks  and  other  general 
equipment. 

Captain  Richardson.  I  would  have  no  way  of  knowing  because  I 
don't  know  every  Navy  project,  but  I  would  guess  roughly  $50,000,000; 
maybe  sixty  millions.     That  is  just  a  rough  guess,  that  is  all. 

Mr.  Fulton.  In  any  event,  between  the  Army  corps  and  the  Navy 
it  ran  well  over  $100,000,000. 

Captain  Richardson.  Well  over  $100,000,000. 

Mr.  Fulton.  Or  in  other  words,  about  five  times  as  much  as  the 
free  equipment  contractors  or  others  had  available,  so  it  was  perfectly 
obvious,  wasn't  it,  that  the  equipment  would  have  to  be  purchased, 

1  See  infra,  p.  1763  et  seq.,  for  testimony  on  Navy's  rental  of  equipment. 
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whether  by  the  Government  or  by  renters  for  the  purpose  of  putting 
it  on  these  projects? 

Captain  Richardson.  It  wasn't  purchased.  It  happened  that  the 
manufacturers  in  many  instances  put  the  equipment  on  themselves. 
Everything  was  rented  on  short  projects. 

Mr.  Fulton.  It  was  perfectly  obvious  it  was  going  to  have  to  be 
new  equipment  which  someone  was  going  to  rent  to  the  Government  or 
which  the  Government  would  buy  itself. 

Captain  Richardson.  But  we  want  to  take  into  the  understanding 
that  we  acquired  this  equipment  last  September.  We  didn't  start  off 
with  $85,000,000  in  equipment. 

Mr.  Fulton.  Isn't  it  true  that  it  was  perfectly  obvious  that  the 
great  bulk — it  turned  out  to  be  over  80  percent,  well  over  80  percent — 
of  the  equipment  would  have  to  be  new  equipment  ? 

Captain  Richardson.  I  wouldn't  say  there  was  80  percent  new 
equipment,  because  since  last  September  there  has  been  a  lot  of  used 
equipment  that  has  been  turned  loose  from  projects  they  were  work- 
ing on  then. 

Mr.  Fulton.  How  much  of  that?  How  much  of  this  one-hundred- 
odd-million  dollars  of  equipment  is  used  equipment  ? 

Captain  Richardson.  I  would  say  approximately  50  percent. 

Mr.  Fulton.  Then  taking  that —  isn't  that  a  little  high  ? 

Captain  Richardson.  I  don't  think  so.  Frankly,  if  we  could  rent 
new  equipment,  we  then  get  away  from  the  maintenance  factor. 

Mr.  Fulton.  Isn't  that  factor  of  50  percent  considerably  higher  than 
what  your  camp  construction  men  are  reporting  ? 

Captain  Richardson.  What  would  you  consider  new  equipment, 
direct  from  the  manufacturer? 

Mr.  Fulton.  What  they  call  new  equipment,  unused  equipment. 

Captain  Richakdson.  Direct  from  the  manufacturer? 

Mr.  Fulton.  Not  necessarily  from  the  manufacturer.  It  might  be 
from  the  warehouse. 

Captain  Richardson.  I  am  speaking  of  equipment  that  hadn't  been 
out  on  a  project. 

Mr.  Fulton.  Yes;  equipment  that  had  never  been  on  a  project. 

Captain  Richardson.  I  still  say  running  around  45  to  50  percent. 
I  am  just  guessing. 

Mr.  Fulton.  Then,  taking  that  figure,  there  is  at  least  a  $50,000,000 
batch  of  equipment  that  was  new,  and  the  Government  would  either 
have  to  buy  it  or  it  would  have  to  pay  rents  sufficiently  high  to  en- 
courage private  people  to  buy  it  and  rent  to  the  Government ;  isn't  that 
true  ? 

Captain  Richardson.  That  isn't  correct. 

Mr.  Fulton.  How  else  could  it  get  it  ? 

Captain  Richardson.  The  Government  hasn't  encouraged  anyone 
to  raise  its  rate.    It  has  encouraged  them  to  lower  it. 

Mr.  Fulton.  Have  the  rates  been  raised  or  lowered. 

Captain  Richardson.  I  am  still  renting  for  8  percent  of  valuation 
per  month  out  of  my  office  when  they  can't  get  equipment  in  their 
localities,  and  that  happens  to  be  20  percent  lower  than  the  commercial 
rate  prior  to  this  program. 

Mr.  Fulton.  You  think  you  are  getting  a  lower  rate  when  you  hire 
a  thing  for  12  months  because  it  is  lower  than  what  used  to  be  charged 
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for  a  1-month  job,  with  the  equipment  idle  for  a  good  deal  of  the  time 
in  between  jobs. 

Captain  Richardson.  If  we  are  going  to  need  it  for  12  months,  we 
purchase  it. 

Mr.  Fulton.  Did  you  ? 

Captain  Richardson.  Yes. 

Mr.  Fulton.  You  have  a  lot  of  equipment  that  you  have  had  on 
these  jobs  on  rental. 

Captain  Richardson.  Certainly;  it  started  on  a  3  months'  project. 

Mr.  Fulton.  Did  you  purchase  it  ? 

Captain  Richardson.  Some  of  it.  Some  we  didn't.  Some  specialty 
equipment;  some  old-model  stuff  we  had  to  rent  until  we  could  get 
good  equipment. 

Senator  Brewster.  What  did  you  figure  was  the  cost  of  this  service 
they  rendered  on  the  old  contract  where  they  were  paying  10  percent 
a  month  and  had  to  provide  service  and  make  repairs  ? 

Captain  Richardson.  I  can  tell  you  of  my  own  personal  experience. 
I  can't  speak  for  anyone  else.  In  some  instances  we  would  keep  the 
machine  on  the  job  3  months.  Just  take  one  specific  instance,  the  John 
McShain  Co.  or  McCloskey  Co. — we  have  rented  them  cranes.  We 
would  rent  the  contractor  a  crane  and  if  we  didn't  have  a  service  call 
within  a  month,  we  would  send  a  man  by  for  a  monthly  inspection 
to  satisfy  ourselves  the  machine  was  being  properly  used.  That  is 
one  specific  instance.  Again,  you  might  find  a  machine  you  put  on 
the  job  would  break  down  twice  in  2  weeks. 

Senator  Brewster.  I  wanted  to  get  an  approximation  of  what  the 
burden  was,  whether  much  or  little. 

Captain  Richardson.  It  was  very  little. 

Senator  Brewster.  It  was  very  little? 

Captain  Richardson.  Yes. 

Senator  Brewster.  Under  the  revised  form,  what  was  the  percentage 
you  paid  ? 

Captain  Richardson.  Under  the  revised  form  of  rental  agreement  ? 

Senator  Brewster.  Yes. 

Captain  Richardson.  In  the  revised  form,  sir,  we  are  using  the 
equipment  240  hours  before  any  overtime  is  paid.  We  are  not  leaving 
to  the  discretion  of  the  constructing  quartermaster  the  number  of 
hours  he  works  the  equipment  on  his  project. 

Senator  Brewster.  Under  the  other  agreement  was  there  any  other 
limit  on  hours? 

Captain  Richardson.  No,  sir;  it  was  according  to  the  number  of 
hours  being  worked  at  his  project.  For  instance,  if  they  were  working 
one  shift  5  days  a  week,  the  rental  was  negotiated  on  that  basis;  if 
they  were  working  one  shift  6  days  a  week,  it  was  negotiated  on  that 
basis. 

Senator  Brewster.  Where  did  you  get  the  figure  of  10  percent  a 
month  ? 

Captain  Richardson.  The  10-percent  figure  originally  on  commer- 
cial work  was  for  40  hours  a  week — 5  days,  8  hours  a  day. 

Senator  Brewster.  And  for  overtime  it  was  proportionately  in- 
creased ? 

Captain  Richardson.  They  paid  50  percent  of  the  basic  rate  for 
all  overtime. 
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Senator  Brewster.  And  under  the  contracts  which  you  have  made 
since  that  time,  what  would  they  aproximate  as  to  percentages? 

Captain  Richardson.  We  are  speaking  now  of  the  new  revised 
rental  agreement? 

Senator  Brewster.  Yes. 

Captain  Richardson.  Well,  sir,  I  can  speak  of  two  personal  in- 
stances. I  would  like  to  stick  to  that  if  I  may  because  I  can  then  give 
you  a  true  picture.  I  can't  tell  you  what  it  is  in  the  zones.  On  the 
San  Jacinto  ordnance  plant  that  is  just  starting,  they  needed  some 
extremely  heavy  construction  equipment  on  that  job,  some  three-yard 
drag  lines  to  cut  levies  with.  We  are  renting  that  machine  for  8 
percent.  We  bought  all  of  the  small  tractors  for  that  job  as  it  is  set 
up  for  12  months.  We  bought  them  outright.  The  heavy  scrapers 
which  would  never  be  used  for  maintenance  and  will  only  be  needed 
for  3%  months  on  that  project,  we  rented  at  8  percent  of  their  valua- 
tion.    That  is  new  equipment,  delivered  from  the  factory. 

Senator  Brewster.  And  that  is  without  any  service  ? 

Captain  Richardson.  Without  any  service,  but  they  rent  them  for 
8  percent  of  the  valuation,  and  no  overtime  is  paid  up  to  240  hours. 

Senator  Brewster.  Would  you  say  that  is  typical  or  is  that  rather 
lower  than  what  they  would  run? 

Captain  Richardson.  Well,  sir,  I  have  found  the  rates  over  the 
country  have  run  according  to  the  availability  of  the  equipment. 

Senator  Brewster.  And  is  that  8  percent  on  the  retail  or  the  whole- 
sale price? 

Captain  Richardson.  That  is  considered  the  list  price  of  the  equip- 
ment. 

Senator  Brewster.  That  would  be  the  retail  ? 

Captain  Richardson.  That  is  correct,  sir.  In  other  words,  it  is 
considered  the  contractor's  price.    That  is  the  actual  terminology. 

Senator  Brewster.  That  was  what  they  figure  these  things  on? 

Captain  Richardson.  That  is  true. 

Senator  Brewster.  Although  I  suppose  equipment  dealers  buying 
wholesale  get  a  considerable  advantage  over  that. 

Captain  Richardson.  I  should  imagine  their  profits  on  heavy  shovels, 
according  to  my  memory,  run  10  percent — anything  over  a  yard  and  a 
half  shovel.  For  three-quarters  of  a  yard  it  would  be  15,  2-percent 
discount  for  cash.  On  smaller  equipment,  then,  with  naturally  smaller 
investment,  your  profit  would  increase. 

estimates  or  government  equipment  requirements 

Mr.  Fulton.  When  did  the  Army  first  realize  they  were  going  to 
require  $50,000,000  of  new  equipment  purchased  for  rental  to  the  Army 
on  these  price  schedules? 

Captain  Richardson.  When  did  they  first  realize  ? 

Mr.  Fulton.  Yes;  when  did  they  first  realize  the  size  of  their  own 
program,  so  far  as  you  know  in  your  office? 

Captain  Richardson.  Well,  sir,  I  took  every  individual  project  that 
was  negotiated.  The  day  after  it  was  negotiated  I  tried  to  talk  to  and 
did  talk  to  the  contractors  and  engineers  to  try  to  anticipate  the  amount 
of  equipment  they  needed. 

Mr.  Fulton.  My  question  related  to  when  the  Army  realized  it  had 
a  large  project  on  its  hands. 
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Captain  Richardson.  If  we  said  we  needed  $50,000,000  of  equipment, 
what  good  would  that  do  if  we  didn't  know  exactly  the  type  of  equip- 
ment we  needed  to  move  dirt  in  this  section  or  that  section  ?  It  changes 
entirely,  according  to  the  terrain. 

Mr.  Fulton.  I  understood  the  Army  camps,  as  far  as  I  have  seen 
them  or  had  any  information  on  them,  were  relatively  similar  types 
of  camps,  and  they  move  dirt  and  they  have  rocks,  and  when  you  dig 
a  ditch  for  drainage  pipe  in  one  area,  it  takes  roughly  the  same  equip- 
ment it  takes  to  dig  a  ditch  in  another  area. 

Captain  Richardson.  "Roughly"  is  correct.  In  some  instances  you 
can  use  a  trenching  machine  and  dig  very  economically,  and  in  another 
place  you  drill  and  shoot. 

Mr.  Fulton.  Captain  Richardson,  didn't  you  realize  you  were  going 
to  need  dump  trucks  and  plenty  of  them  ? 

Captain  Richardson.  Oh,  yes. 

Mr.  Fulton.  Didn't  you  realize  you  were  going  to  need  concrete 
mixers  and  plenty  of  them  ? 

Captain  Richardson.  We  didn't  need  many  of  them.  We  used  batch 
mixers.  We  used  small  concrete  mixers,  to  get  into  the  individual 
barracks  when  the  mud  was  so  deep  we  couldn't  get  a  truck  in. 

Mr.  Fulton.  There  are  a  lot  in  these  reports. 

Captain  Richardson.  Not  a  great  many,  not  small  portable  mixers, 
but  that  is  one  item  that  happened  to  be  available  for  rental  at  very 
low  rentals. 

Mr.  Fulton.  You  were  going  to  need  tractors. 

Captain  Richardson.  That  is  correct,  but  what  size  tractors? 

Mr.  Fulton.  Didn't  you  know  what  size  tractors  would  be  usable  ? 

Captain  Richardson.  It  is  hard  to  tell.  Suppose  you  make  test 
borings  and  make  test  scrapings  and  find  rock  under  the  soil. 

Mr.  Fulton.  In  other  words,  you  don't  think  it  would  be  possible 
for  the  Army  to  realize  it  had  a  big  program  and  to  realize  it  was 
going  to  need  a  lot  of  certain  equipment,  the  very  same  things  they 
did  get  on  these  projects,  and  go  out  and  buy  them  for  a  lot  less 
money  than  recapture  value  ? 

Captain  Richardson.  As  long  as  I  have  been  associated  with  con- 
struction work — I  am  rather  young,  but  since  I  was  just  a  kid — I 
have  worked  for  my  father  on  construction  work,  and  if  I  would  ever 
equip  a  job  prior  to  test  borings  on  it,  I  wouldn't  have  stayed,  and 
any  other  superintendent  wouldn't. 

Mr.  Fulton.  You  didn't  realize  with  the  Army  camps  there  was  at 
least  standard  equipment,  a  large  bulk  of  which  would  be  needed 
and  which  you  could  hand  out  to  the  various  camps  where  they 
needed  it  ?,    That  is  where  you  are  doing  it. 

Captain  Richardson.  You  have  a  good  question. 

Mr.  Fulton.  Aren's  you  doing  that  today  with  the  equipment  you 
recapture  ? 

Captain  Richardson.  Doing  what? 

Mr.  Fulton.  You  don't  go  out  and  recapture  equipment  because 
you  figure  you  can  use  it  on  this  job.  You  recapture,  and  when  you 
have  a  pool  of  equipment,  you  send  from  that  pool  whatever  you 
need  for  a  particular  job. 

Captain  Richardson.  Mr.  Fulton,  I  would  like  to  find  a  pool.  I 
need  ten  million  in  equipment  right  now. 

Mr.  Fulton.  You  still  haven't  enough? 
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Captain  Richardson.  I  need  it  today.  In  my  office  are  listed  to- 
day over  $10,000,000  that  they  need.  There  is  no  pool  of  construc- 
tion equipment. 

Senator  Brewster.  What  basis  are  you  proceeding  on  now  as  to 
how  long  the  Government  may  be  in  the  construction  business? 

Captain  Richardson.  With  reference  to  construction  equipment, 
we  are  recapturing  and  retaining  the  Government's  interest  and 
equity  in  the  construction  equipment  we  have,  unless  it  is  outmoded 
that  we  don't  want  it  and  it  would  have  nothing  but  salvage  value 
when  we  get  through.  In  the  Army  we  have  to  call  for  a  salvage  offi- 
cer to  get  rid  of  construction  equipment.  We  want  good,  modern  con- 
struction equipment  to  maintain  and  enough  of  it  to  maintain  every 
station  we  have,  whether  it  be  an  ordnance  plant,  a  chemical- war  fare 
plant,  or  an  Army  post. 

Senator  Brewster.  You  say  now  that  you  are  recapturing  every- 
thing that  is  modern  and  usable? 

Captain  Richardson.  Provided,  sir,  it  is  not  specialty  equipment. 
I  don't  think  you  could  see  the  economy  of  buying  a  specialty  item 
of  equipment  and  letting  it  sit  at  an  Army  camp  and  rust  out.  I 
can't  see  it  myself. 

Senator  Brewster.  You  imply  there  a  complete  decentralization. 

Captain  Richardson.  We  request  the  local  post  quartermaster — 
this  may  be  interesting  to  you  to  know  how  we  are  handling  the 
recapture — to  give  us  a  list  of  equipment  he  needs  for  maintenance 
at  his  stations.  If  he  has  stabilized  roads  or  if  he  has  macadam 
roads,  the  shoulders  have  to  be  worked.  He  has  to  have  a  roller  to 
patch  these  particular  roads.  He  needs  a  bulldozer,  he  needs  a  com- 
presser,  he  needs  air  tools  to  take  care  of  his  utilities. 

The  roads  are  approximately  35  to  40  miles  in  each  camp.  With 
the  number  of  mechanized  units  and  trucks  you  have  today  in  camps, 
there  is  a  continuous  maintenance  of  roads,  just  like  the  State  high- 
way department.  Prior  to  this  program,  every  time  the  Army 
wanted  to  patch  a  piece  of  street,  we  had  to  go  out  and  rent  a  piece 
of  equipment.  We  now  have  it  and  own  it,  and  it  will  be  left  at 
these  stations  for  future  maintenance. 

Senator  Brewster.  I  am  addressing  myself  to  the  broader  question 
about  the  machinery  required  for  construction,  whether  or  not  you 
assume  now  that  we  are  going  to  continue  to  build  for  another  year 
or  two. 

Captain  Richardson.  Now,  sir,  I  don't  turn  any  piece  of  equipment 
loose  until  the  mechanical  condition 

Senator  Brewster  (interposing).  That  applies  even  to  what  you 
term  specialty? 

Captain  Richardson.  Yes,  sir;  I  mean  if  the  mechanical  condition 
is  so  that  we  would  have  to  spend  40  percent  of  the  value  putting  it 
back  in  condition,  of  course,  if  we  own  it  100  percent,  we  own  it,  but 
if  we  had  40  percent  equity  and  had  to  spend  40  percent  to  put  it 
back  in  mechanical  condition  and  were  delayed  trying  to  get  parts 
(it  takes  6  to  7  weeks  to  get  repair  parts)  I  don't  think  it  is  very 
economical  to  do  that.     I  may  be  wrong. 

Senator  Brewster.  You  know,  we  are  contemplating  15  or  20  more 
cantonments. 
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Captain  Kichaedson.  And  anticipating  those,  we  are  making  a  list 
of  all  the  equipment  that  will  be  needed. 

Senator  Brewster.  And  accumulating  that  as  far  as  possible? 

Captain  Richardson.  Yes,  sir. 

Senator  Brewster.  And  do  you  have  a  central  pool  on  that  ? 

Captain  Richardson.  In  the  central  pool,  sir,  we  don't  have  sur- 
plus equipment  at  this  time.  Within  the  next  3  months  we  will  have 
ordnance  plants  that  will  be  finishing  their  grading  and  railroads, 
and  we  will  have  that  equipment  then  in  the  pool  for  these  canton- 
ments. 

Senator  Brewster.  Then  that  will  be  available? 

Captain  Richardson.  Yes,  sir;  it  will  be  available  at  no  cost  to 
the  Government  for  rental  on  these  other  projects. 

Senator  Brewster.  And  do  you  get  a  list  of  what  might  be  surplus 
equipment  at  our  various  zones? 

Captain  Richardson.  They  can't  release  any  equipment  unless  it 
comes  to  my  office.  We  keep  a  list  at  all  times  from  every  zone.  I 
think  I  snowed  Mr.  Amberg  the  other  day  the  list  we  have  of  every 
request  that  comes  in  for  equipment  then  and  anticipated  on  a  new 
job.  I  asked  every  contractor  to  give  me  an  anticipated  list,  and 
they  will  come  in  from  each  zone  and  request  release  or  recapture. 

Senator  Brewster.  You  said  you  had  a  request  now  for  $10,000,000 
worth  of  equipment  you  couldn't  supply.  Was  that  what  I  under- 
stood? 

Captain  Richardson.  That  is  correct.  We  can  supply  it  over  a 
time.  We  can  get  delivery  within  5'  or  6  weeks,  but  it  is  needed 
now. 

Senator  Brewster.  What  is  the  situation  on  production  of  this 
equipment  machinery  now?     Is  it  under  priority  order? 

Captain  Richardson.  Yes,  sir;  everything  is. under  priority  order. 

Senator  Brewster.  And  is  that  being  coordinated  as  to  our  future 
development  in  this  country  for  the  next  year  or  so  ? 

Captain  Richardson.  Yes,  sir.  In  other  words,  my  connection  with 
the  priority — of  course,  we  have  a  centralized  priority  to  the  local 
projects.  They  issue  on  priority  the  machinery  that  the  particular 
project  has,  whether  A-l-A  or  A-l-J.  It  is  sent  to  the  manufacturer, 
and  the  manufacturer  will  come  and  say,  "We  have  the  machine  ready, 
but  have  to  have  a  particular  bearing  to  finish  it,"  and  Mr.  Kahler 
and  Mr.  Metcalf  have  been  very  cooperative  in  O.  P.  M.  any  time  I 
call  them,  to  do  anything  possible  to  get  that  particular  item  through. 

Senator  Brewster.  As  we  get  onto  a  total  defense  basis,  we  are 
going  to  transfer  much  of  our  activity,  I  assume,  from  construction 
to  more  specific  defense  necessities? 

Captain  Richardson.  Yes,  sir. 

Senator  Brewster.  Are  you  anticipating  that  ? 

Captain  Richardson.  Yes,  sir.  We  are  anticipating  holding  this 
equipment.  We  will  own  it.  We  are  helping  the  engineers  on  some 
of  their  new  projects  now. 

Senator  Brewster.  But  I  am  thinking  now  about  the  manufacturers 
of  this  equipment,  the  same  problem  we  have  in  automobiles,  whether 
we  will  cut  20  percent  or  50  percent.  These  manufacturers  of  equip- 
ment have  got  to  transfer  themselves  into  defense  items,  haven't  they? 
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Captain  Richardson.  Well,  sir,  that  has  been  the  trouble  of  getting 
construction  equipment. 

Senator  Brewster.  They  are  making  tanks. 

Captain  Richardson.  They  are  making  tanks,  gun  mounts,  and 
everything  else,  and  therefore  cut  down  production  on  machinery. 

Senator  Brewster.  You  feel  that  in  that  field  as  rapid  a  transition 
is  being  made  as  is  feasible  ? 

Captain  Richardson.  That  is  correct,  sir. 

Senator  Brewster.  And  you  are  going  to  taper  off  your  construc- 
tion equipment  very  rapidly? 

Captain  Richardson.  It  is  coming  to  the  point  now,  sir,  as  I  was 
showing  you  in  one  instance  of  the  Alabama  ordnance  work,  that  we 
have  furnished,  up  to  June  1,  every  item  of  equipment  they  had 
needed,  without  renting,  except  for  a  minor  item.  We  are  speaking 
of  heavy  dirt-moving  equipment  that  would  be  of  no  use  to  the  Gov- 
ernment, that  is  owned  by  the  Government  and  is  staying  there,  and 
the  only  cost  to  us  is  maintenance. 

Senator  Brewster.  Won't  we  be  modifying  our  traditional  practice 
about  discarding  equipment  as  obsolete  now  and  perhaps  using  some 
of  the  old  things  a  little  longer,  in  view  of  the  necessities? 

Captain  Richardson.  Well,  sir,  speaking  of  an  equipment  being 
obsolete,  take  a  specific  item,  a  tractor.  After  5  years,  the  mainte- 
nance is  usually  so  high  on  a  traGtor  that  it  is  really  costly  to  own  it, 
just  for  maintenance  purposes. 

Senator  Brewster.  I  am  thinking  now  in  terms  of  whether  the 
production  capacity  may  not  have  to  be  used  on  tanks,  and  we  would 
use  a  little  longer  replacement  than  was  perhaps  really  efficient. 

Captain  Richardson.  Our  only  trouble,  sir,  is  getting  repair  parts 
and  holding  the  equipment  idle,  sitting  there  producing  nothing  at  all. 

Senator  Brewster.  May  it  not  be  more  efficient,  perhaps,  we  will  say, 
more  in  line  with  German  practice,  to  produce  a  few  repair  parts,  if  by 
that  we  can  keep  the  main  equipment  going  ? 

Captain  Richardson.  As  I  told  you  before,  I  talk  to  Mr.  Metcalf  and 
Mr.  Kahler,  who  are  really  cooperating  with  me  on  it,  and  they  have 
expedited  any  instance  I  have  had,  and,  of  course,  we  have  to  give  a 
project  the  repair  parts  and  anything  else  according  to  its  priority. 
If  it  is  A-l-A,  that  fellow  doesn't  have  much  trouble,  but  the  poor 
fellow  who  is  A-l-J  is  the  one  you  have  to  fight  for  to  see  that  he 
keeps  his  equipment  in  repair. 

Senator  Brewster.  Do  I  understand  that  you  think  the  manufactur- 
ers of  construction  equipment  are  eager  to  transfer  their  activities  to 
other  items  ? 

Captain  Richardson.  No,  sir ;  I  don't  believe  they  are  to  the  extent  of 
producing  only  40  percent  machinery.  I  am  not  speaking  of  fractions 
of  100  percent.  They  didn't  have  machine  tools  enough  to  build  that. 
Part  of  their  milling  machines  couldn't  be  used  on  gun  mounts,  or 
couldn't  be  used  on  a  shell  case  or  tank  or  anything  else.  It  would 
have  to  be  used  for  the  specific  item  they  are  manufacturing  now. 

Senator  Brewster.  It  is  going  to  be  necessary  to  give  them  a  little 
encouragement,  isn't  it  ? 

Captain  Richardson.  I  think  so,  yes,  sir.  I  agree  with  you  perfectly 
there.  We  tried  to  give  them  all  the  encouragement,  They  come  to  us 
and  say  they  are  trying  to  give  us  deliveries  on  a  certain  project. 


INVESTIGATION  OF  THE   NATIONAL  DEFENSE  PROGRAM      1687 

"Will  you  help  us  get  this  item?"  I  don't  think  any  manufacturer 
can  say  anyone  in  my  office  turned  them  down,  that  they  didn't  go 
over  to  the  O.  P.  M.  and  fight  for  them. 

Senator  Beewster.  On  that  general  economic  question  that  is  in- 
volved, to  what  extent  do  you  confer  with  any  central  control  ? 

Captain  Richardson.  I  didn't  quite  understand  your  question. 

Senator  Brewster.  I  will  use  the  analogy  of  the  automobile  again, 
which  is  in  everyone's  mind,  but  obviously  the  same  problem  is  going 
to  be  presented  with  construction  equipment,  that  in  the  next  year 
we  probably  have  got  to  go  out  of  the  building  business  into  the  defense 
business,  and  you,  as  probably  the  largest  single  user  of  construction 
equipment  in  the  country — — 

Captain  Richardson  (interposing).  I  think  the  largest  user  and  the 
largest  owner. 

Senator  Brewster.  Undoubtedly.  You,  therefore,  are  one  of  the 
major  factors  involved  in  that,  but  the  Navy  and  the  Maritime  Com- 
mission are  doing  it. 

Captain  Richaedson.  I  understand  the  Navy  doesn't  have  a  recap- 
ture clause. 

Senator  Brewster.  The  point  I  am  coming  to  is  who  in  the  Govern- 
ment is  responsible  for  seeing  that  our  transition  is  accomplished  with 
the  minimum  of  difficulty  and  dislocation  ? 

Senator  Richardson.  Naturally,  I  have  charge  of  the  release  of  all 
construction  equipment ;  in  many  instances,  to  see  if  it  will  be  economi- 
cal, it  is  taken  up  with  my  commanding  officer,  Major  Wilson,  in  charge 
of  purchasing  and  expediting.  He  is  chief  of  that  section.  We  have 
anticipated  the  automobiles  and  trucks.  We  have  read  a  lot  in  the 
newspaper  about  production  being  cut  down,  and  it  has  been  cut 
down,  as  we  all  know.  We  take  bids  for  trucks — anything  over 
3  tons — and  get  them  in  4  or  5  months.  We  are  lucky  if  we  get  them 
then.  They  come  back  and  say,  "We  have  a  priority  on  this,  that,  and 
the  other,  and  you  will  come  next."  So,  we  have  recaptured  these 
trucks,  and  we  are  using  them  at  other  projects.  In  the  third  zone 
we  finished  Army  camps,  and  I  can  say  without  exaggeration  that  we 
saved  over  93  percent  of  the  transportation  on  every  project  in  that 
particular  zone,  because  the  ordnance  plants  needed  the  equipment 
then.  We  own  them,  and  we  have  acquired  enough  trucks  to  take  care 
of  ourselves.  If  production  on  trucks  stopped  tomorrow,  we  would 
be  pinched  for  a  while  until  the  other  ordnance  plants  were  finished— 
in  3  months,  some  of  them.  But  we  can  look  out  for  ourselves  and 
have  transportation  facilities. 

Senator  Brewster.  In  other  words,  you  are  looking  after  your 
specific  job  just  as  well  as  you  can. 

Captain  Richardson.  I  am  trying  to,  sir. 

Senator  Brewster.  I  am  addressing  myself  to  the  broader  question 
of  the  economic  adjustments,  and  that  is  what  I  want  to  know  now, 
to  what  extent  did  you  take  that  into  account,  or  who  does  take  it 
into  account,  as  far  as  you  know? 

Captain  Richardson.  As  far  as  I  know,  sir,  the  requirement  of 
automotive  equipment 

Senator  Brewster  (interposing).  I  am  speaking  of  construction 
equipment.    That  is  quite  an  industry. 

Captain  Richardson.  That  is  quite  an  industry. 
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Senator  Brewster.  I  am  using  the  analogy  of  the  automobile,  but 
I  want  to  know  whether  anybody  is  telling  the  construction  boys  in 
this  country  that  we  probably  have  got  to  taper  off  construction  equip- 
ment and  get  over  into  the  other.    Is  anybody  saying  that  ? 

Captain  Richardson.  Not  to  my  knowledge,  sir. 

Senator  Brewster.  That  is  the  answer. 

Captain  Richardson.  I  wanted  to  be  sure  I  gave  you  the  right 
answer.    I  wasn't  sparring  with  you. 

Senator  Brewster.  I  quite  realize  that.  I  thought  you  meant  if 
we  had  anticipated  the  future  automotive  needs  so  that  if  we  had  to 
stop  the  production  of  automobiles  or  trucks,  whether  we  were  in  a 
position  to  take  care  of  ourselves.  That  is  what  I  was  particularly 
referring  to. 

GOVERNMENT  PURCHASE  OF  EQUIPMENT 

Mr.  Fulton.  Captain  Richardson,  when  you  spoke  of  the  various 
manufacturers  coming  to  you  and  asking  you  to  help  them  get  neces- 
sary materials  on  which  they  were  short,  were  those  manufacturers 
persons  who  had  made  arrangements  to  deliver  the  equipment  to 
third  parties  or  contractors  to  rent  to  the  Government,  or  was  that 
equipment  being  purchased  directly  ? 

Captain  Richardson.  They  only  come  to  me  when  it  is  being  pur- 
chased— I  want  you  to  understand  this — not  to  get  their  material, 
but  possibly,  as  we  had  the  other  day,  to  get  one  small  bearing. 
We  had  4  bearings  in  a  big  20-yard  scraper,  and  that  was  the  only 
thing  that  was  holding  up  the  production  of  that  machine.  Every- 
thing else  was  assembled  but  that  one  bearing,  and  New  Departure  let 
them  have  109  to  put  that  on. 

Mr.  Fulton.  Like  so  many  articles,  if  you  are  short  one  piece  of 
material,  you  can't  finish. 

Captain  Richardson.  They  haven't  come  to  me"  and  said  "Get  me 
castings"  or  anything  of  that  type,  which  they  seem  to  be  able  to  get. 
It  is  the  small  critical  items,  such  as  this  particular  bearing,  which, 
without  a  certain  amount  of  chromium  steel  or  high  manganese  steel, 
won't  last. 

Mr.  Fulton.  I  wanted  to  know  whether  they  were  coming  to  you 
for  assistance  in  those  cases  where  they  were  making  the  article  for 
some  third  party  to  rent. 

Captain  Richardson.  No;  they  are  not — only  on  the  equipment 
we  are  buying  outright  ourselves. 

Mr.  Fulton.  And  one  reason  I  was  asking  whether  the  Government 
couldn't  have  foreseen  it  was  going  to  be  buying  all  this  equipment 
is  the  fact  that  I  noted  in  one  instance  that  you  were  recapturing 
a  couple  of  dozen  International  dump  trucks,  about  as  common  a  type 
of  equipment  as  you  can  think  of,  at  a  price  of  $306  more  than  the 
$1,480  that  the  equipment  company  had  gone  out  and  bought  them  for, 
and  I  can't  see  why  the  Government  can't  save  that  $306  on  each  of 
that  type  of  equipment. 

Captain  Richardson.  As  I  explained  to  you  yesterday,  Mr.  Fulton, 
the  equipment  you  are  speaking  of  was  recaptured  prior  to  the  exist- 
ence of  the  zone.  It  was  up  to  the  local  constructing  quartermaster 
to  approve  the  rates  of  the  lowest  bid  he  received. 
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Mr.  Fulton.  I  think  you  also  explained  to  me  yesterday  that  the 
Army  could  buy  it  for  even  less  than  that  $1,481. 

Captain  Kichardson.  Possibly,  yes. 

Mr.  Fulton.  So,  in  addition,  they  not  only  have  been  losing  the 
savings  they  could  make  by  multiple  bids,  but  have  been  losing  the 
$306  they  paid  this  equipment  owner  more  than  he  paid  himself. 

Captain  Richardson.  As  I  explained  to  you,  the  Motor  Transport 
was  so  jammed  for  autos  for  mechanized  equipment  that  in  expedit- 
ing this  machinery,  it  is  all  right  to  say  "Give  a  man  an  order  for 
100  units" 

Mr.  Fulton  (interposing).  I  saj7  if  the  equipment  man  can  go 
out  and  buy  them,  so  can  the  Army. 

Captain  Richardson.  That  is  the  thing  you  and  I  don't  agree  on. 

Mr.  Fulton.  They  could  if  we  could  wait  for  them. 

The  Chairman.  Captain  Richardson,  what  this  committee  is  in- 
terested in  is  to  find  out  where  errors  have  been  made  and  to  prevent 
them  from  happening  in  the  future.  We  are  not  here  to  fence  with 
you  about  the  protection  of  some  equipment  trusts  or  to  fence  with 
you  about  whether  the  Government  could  buy  a  truck  for  $1,400 
when  it  paid  $1,600  on  recapture  clause.  If  the  Government  has  made 
a  mistake  on  that  recapture  clause  (and  they  undoubtedly  did  make 
a  mistake  if  they  paid  $1,600  for  a  truck  that  could  be  bought  for 
$1,400),  it  is  your  business  to  explain  to  this  committee  how  that 
could  be  stopped,  and  that  is  what  you  are  here  for. 

Captain  Richardson.  Would  you  recommend  not  having  a  recap- 
ture clause? 

The  Chairman.  No;  I  recommend  having  a  recapture  clause  that 
would  recapture  the  equipment  at  a  just  and  fair  value,  and  not 
what  some  equipment  man  thinks  it  is  worth. 

Captain  Richardson.  I  think  it  takes  legislation  (I  may  be  in- 
correct) to  tell  a  man  what  he  can  sell  his  equipment  for. 

The  Chairman.  I  don't  think  it  does.  It  takes  a  good  negotiator, 
a  fellow  who  looks  after  the  Government's  business  as  well  as  his 
own. 

Captain  Richardson.  We  are  speaking  of  equipment.  Lumber  isn't 
the  same  price  as  it  was  a  year  ago;  neither  is  steel. 

The  Chairman.  Now  you  are  quibbling. 

Captain  Richardson.  No,  sir. 

The  Chairman.  What  we  are  trying  to  get  at  is  what  is  at  the 
bottom  of  this,  and  we  have  you  here  for  that  purpose,  and  you  are 
a  Government  official. 

Captain  Richardson.  If  anyone  has  a  suggestion,  I  will  be  glad 
to  work  on  it  night  and  day  until  it  is  carried  through,  but  I  can't 
control  equipment  prices,  personally,  as  a  Government  official,  or 
anybody  else. 

The  Chairman.  I  don't  expect  you  to,  but  when  the  Government 
has  paid  $1,600  for  a  $1,400  truck  (that  is  one  instance — there  are 
probably  thousands  of  them) ,  it  is  your  business  to  dig  that  out  and 
tell  us  what  ought  to  be  done  to  change  it. 

Captain  Richardson.  The  only  thing  I  can  do  is  have  price  control 
on  equipment. 

The  Chairman.  You  don't  need  price  control.  You  need  a  good 
negotiator. 
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Senator  Brewster.  I  think  you  said  it  is  on  the  list  price  that  this 
is  now  determined? 

Captain  Richardson.  Sir,  it  on  the  price;  in  other  words,  we  sent 
out  invitations  to  bid  on  rental  equipment 

Senator  Brewster  (interposing).  Answer  that  question.  Is  it  the 
list  price  or  isn't  it  ? 

Captain  Richardson.  In  most  cases,  yes ;  but  I  mean  that  is  also  his 
price  to  us,  and  we  send  out  an  invitation  to  bid. 

Senator  Brewster.  Won't  you  please  answer  my  question  ?  In  most 
instances  the  list  price  is  the  figure  which  is  used  on  recapture  ? 

Captain  Kichardson.  Possibly,  yes. 

Senator  Brewster.  Although  everybody  knows  perfectly  well  that 
isn't  the  price  you  paid. 

Captain  Richardson.  That  is  right.  Well,  have  you  ever  seen  any- 
one stay  in  business  by  selling  that  or  anything  else  at  the  same  price 
he  paid  for  it  ?  I  don't  think  we  would  request  anyone  to  do  that.  We 
want  him  to  make  a  legitimate  profit.    We  don't  want  an  excess  profit. 

Senator  Brewster.  What  is  your  differentiation  between  renting 
and  selling?  That  is  where,  it  seems  to  me,  your  whole  difficulty  has 
arisen,  that  while  they  are  nominally  rental,  they  are  fundamentally 
sales,  and  in  the  interchange  is  where  the  profit  has  come. 

Captain  Richardson.  In  other  words,  you  advocate  doing  business 
directly  with  the  manufacturer  in  all  instances  on  the  purchase?  Is 
that  correct? 

Senator  Brewster.  I  think  that  we  recognize  your  problem  and, 
as  the  chairman  has  said,  we  are  trying  to  apply  the  conditions  in  this 
crisis.  We  recognize  that  in  the  last  10  years  there  hasn't  been  any 
such  condition  as  this,  but  overnight,  in  the  last  year,  the  whole  picture 
has  been  transformed.  I  take  it  you  were  retained  by  the  Government 
as  an  expert  in  this  field 

Captain  Richardson  (interposing).  I  think  so;  yes,  sir. 

Senator  Brewster.  To  save  everything  possible  for  the  Govern- 
ment ? 

Captain  Richardson.  That  is  correct. 

Senator  Brewster.  The  fact  that  something  might  have  been  done 
before  had  no  application  to  the  revolutionary  conditions  of  this  past 
year.  It  was  not  our  job  and  the  Government's  job  to  quibble  all  the 
time,  and  the  fact  that  mistakes  have  been  made,  as  the  chairman  has 
pointed  out,  isn't  a  matter  of  criticism.  We  have  all  had  to  operate 
under  pressure. 

Captain  Richardson.  If  they  hadn't  made  mistakes,  with  the  amount 
of  work  they  had  to  do,  they  would  have  been  out  playing  golf. 

Senator  Brewster.  I  think  the  only  thing  we  have  to  regret  here 
is  that  your  attitude  seems  to  be  rather  that  of  protecting  the  equip- 
ment dealers  and  the  manufacturers  rather  than  telling  us  how  we 
could  do  a  better  job  and  a  more  economical  one. 

Captain  Richardson.  I  am  trying  to  tell  you  a  true  picture  of 
what  exists  now,  and  if  you  can  tell  me  how  to  control  prices,  I 
will  do  that.  I  will  do  everything  I  can  to  try  to  control  them, 
by  calling  for  as  many  bids  as  we  can  possibly  get. 
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Senator  Brewster.  You  will  recognize  that  when  the  Government 
is  suddenly  becoming  the  biggest  user  of  this  apparatus  in  the  coun- 
try, it  ought  to  get  a  better  deal. 

Captain  Richardson.  That  is  correct,  sir. 

Senator  Brewster.  Our  impression  is  that  we  haven't  gotten  a 
better  deal,  but  a  worse  deal.  While  the  Government  has  10,  50,  60, 
or  80  percent  of  the  equipment  in  this  country,  instead  of  the  ar- 
rangement that  has  always  prevailed,  suddenly  there  was  a  whole 
change  in  the  picture,  and  we  are  trying  to  find  out  whether  that 
change  was  to  the  advantage  of  the  Government,  and  you  give  very 
little  evidence  to  indicate  it  was.  It  looks  as  though  the  dealers  had 
a  better  deal  since  this  crisis  arose  than  they  did  before,  and  we 
don't  think  that  is  right. 

Captain  Richardson.  I  have  a  very  good  suggestion  how  we  can 
control  it  and  expedite  it. 

Senator  Brewster.  We  want  to  hear  it. 

Captain  Richardson.  Set  up  a  machinery-procurement  division. 

Senator  Brewster.  That  is  constructive. 

Captain  Richardson.  For  nothing  but  construction  equipment. 

Senator  Brewster.  That  is  constructive.  That  is  what  we  want 
to  have. 

Captain  Richardson.  Not  decentralized,  but  centralized  right  here. 

Senator  Brewster.  That  is  right. 

Captain  Richardson.  To  operate  directly  with  the  manufacturers, 
requiring  them  to  put  repair  parts  on  the  job  (which  we  have  done), 
which  could  be  returned  with  full  credit.  We  have  already  done 
that.     That  is  the  idea. 

The  Chairman.  Now  you  are  talking  constructive  things. 

Captain  Richardson.  We  are  doing  that  right  now.  We  are  doing 
that  in  my  office.  That  has  already  been  done,  with  the  approval 
of  the  local  constructing  quartermaster.  I  am  trying  to  expedite 
everything  in  my  office  on  construction  equipment,  particularly  where 
it  runs  into  money. 

The  Chairman.  This  committee  is  not  interested  in  anything  but 
to  get  the  job  done. 

Captain  Richardson.  That  is  what  we  are  interested  in,  and  try- 
ing to  do  it  as  cheaply  as  possible. 

The  Chairman.  That  is  the  reason  we  are  holding  these  hearings. 

Captain  Richardson.  Now  we  are  in  a  position,  sir,  where  we  have 
more  time,  and  if  the  bids  are  not  right,  we  can  throw  them  out  and 
ask  for  more  bids. 

Senator  Brewster.  You  say  you  have  no  control  over  prices.  Mr. 
Henderson  is  purported  to  exercise  considerable  authority  over  prices. 
Have  you  communicated  with  him  ? 

Captain  Richardson.  Mr.  Henderson  may  set  prices  on  steel,  but 
not  on  finished  products. 

Senator  Brewster.  He  is  undertaking  to  fix  it  on  finished  products 
now. 

Captain  Richardson.  I  will  be  very  glad  to  cooperate  with  Mr. 
Henderson  or  anyone  you  can  suggest. 
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Senator  Brewster.  Have  you  taken  it  up  with  his  office  at  all? 

Captain  Richardson.  No,  sir,  we  haven't. 

Senator  Brewster.  Do  you  know  that  we  have  enacted  legislation 
that  makes  it  possible  for  the  Government  to  take  over  the  equipment, 
within  the  last  week  or  two  ? 

Captain  Richardson.  You  can  take  over  private  industrial  plants. 
Is  that  correct?  You  can  take  the  plant  over  for  production  if  it  is 
agreeable  to  them. 

Senator  Brewster.  Either  the  plant  or  the  equipment. 

Captain  Richardson.  I  see. 

Senator  Brewster.  The  law  is  broad  enough  for  that.  Have  you 
familiarized  yourself  with  that  yet? 

Captain  Richardson.  No,  sir.  I  think  it  would  be  a  very  good 
thing  if  I  did,  though. 

Senator  Brewster.  That,  I  assume,  involves  the  determination  of 
fair  price.  That  is  in  the  essence  of  it,  because  the  Government 
must,  of  course,  pay  what  is  fair. 

Captain  Richardson.  What  do  you  consider  a  fair  profit  ?  I  would 
like  to  have  some  basis  to  work  on;  I  mean,  to  cooperate  with  your 
committee  and  also  to  see  that  I  am  doing  a  good  job. 

Senator  Brewster.  I  think  we  have  accepted  the  proposition  that 
we  will  not  try  to  limit  too  closely  the  profits,  with  the  idea  that  the 
income  tax  will  recapture  anything  which  is  excessive. 

Captain  Richardson.  That  is  correct. 

Senator  Brewster.  On  the  other  hand,  we  don't  think  that  the 
lid  should  be  off.  If  you  are  buying  a  million  dollars'  worth  of 
equipment  for  the  Government  before  last  year,  and  suddenly  the 
Government  went  into  the  market  for  eighty-five  or  a  hundred 
million  dollars'  worth  of  equipment,  we  don't  think  the  million-dollar 
base  should  apply  to  the  hundred  million  dollars.  Would  you  think 
that? 

Captain  Richardson.  No,  sir. 

Senator  Brewster.  The  same  basis  of  profit. 

Captain  Richardson.  That  is  correct.  If  a  man  makes  10  percent 
profit  on  a  large  item  of  heavy  construction  equipment,  would  you 
consider  that  to  be  in  excess? 

Senator  Brewster.  The  thing  I  don't  understand  is  why  the  Gov- 
ernment doesn't  do  its  own  buying.  That  is  the  problem.  Why  any 
intermediary  ? 

Captain  Richardson.  Let's  do  our  own  buying,  but  you  have  told 
me  to  try  to  control  prices,  if  I  can.  I  want  to  know  what  you  think 
is  fair  for  any  manufacturer  to  make.  The  Navy  said  10  percent 
on  every  contract. 

The  Chairman.  I  don't  think  we  ever  made  any  intimation  that 
you  could  control  prices.  As  a  good  negotiator,  you  can  get  the  best 
deal  possible  for  the  Government.  It  is  a  case  of  negotiation  in  these 
recapture  contracts.     That  is  all  it  is. 

Senator  Brewster.  The  difficulty  I  have  with  it  is  that  the  10  percent 
that  you  are  talking  about,  as  I  understand  it,  is  not  for  the  manu- 
facturer but  for  the  intermediary.  That  is  where  we  have  our  trou- 
ble— the  equipment  dealers. 
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Captain  Richardson.  Sir,  I  don't  think  you  will  find  that  the  manu- 
facturers will  completely  eliminate  their  dealers.     I  don't  believe  so. 

Senator  Brewster.  Do  you  mean  to  say  that  you  can't  buy  direct? 

Captain  Richardson.  Yes,  sir ;  I  bought  direct  the  other  day. 

Senator  Brewster.  You  buy  direct  all  the  time  from  automobile 
companies  and  others? 

Captain  Richardson.  Yes. 

Senator  Brewster.  That  is  our  problem.  We  think  these  inter- 
mediaries have  been  the  boys  that  got  the  gravy.     Isn't  that  so  ? 

Captain  Richardson,  That  may  be  so,  sir.  I  mean  they  have  got- 
ten it  on  repair  parts,  for  instance.  We  have  asked  them  for  a  service, 
and  they  gave  it  to  us  that  way.  It  came  out  of  their  normal  stock, 
and  they  knew  they  were  going  to  sell  it. 

Senator  Brewster.  We  quite  understand  how  they  develop  and  the 
reasons  for  their  existence,  but  with  the  conditions  that  have  developed 
in  this  last  year,  the  whole  picture  has  changed. 

Captain  Richardson.  That  is  correct. 

Senator  Brewster.  And  whether  it  was  wise  to  continue  that  func- 
tion in  view  of  the  Government's  necessities  is  what  we  are  considering. 

Captain  Richardson.  Well,  would  you  consider  it  economical  and 
good  business,  as  I  stated  before,  to  set  up  a  central  procurement  office 
in  Washington  for  construction  equipment  only? 

Senator  Brewster.  We  would  like  your  opinion  on  that. 

Captain  Richardson.  I  think  it  would. 

Senator  Brewster.  That  is,  as  the  chairman  said,  a  constructive 
suggestion. 

Captain  Richardson.  Plus  negotiating  here  to  take  into  considera- 
tion every  manufacturer  that  makes  that  particular  item. 

Senator  Brewster.  I  think  you  have  got  to  go  even  further  than 
that,  and  I  think  with  that  central  thing,  you  have  got  to  determine 
the  tapering  off  of  this  whole  thing  for  the  next  year.  Within  a 
year  from  today,  50  percent  of  our  economic  activity  has  to  be  devoted 
specifically  to  defense.  That  is  going  to  be  tough  on  the  dealers.  It 
is  going  to  be  tough  on  equipment  concerns.  It  is  going  to  be  tough 
on  a  lot  of  people. 

Captain  Richardson.  Do  you  mean  to  purchase,  in  lieu  of  rental  of 
all  equipment  now? 

Senator  Brewster.  There  I  would  rather  have  your  opinion. 

Captain  Richardson.  Well,  I  would  say  buy  equipment  if  it  could 
be  used  for  future  maintenance,  and  rent  equipment  that  we  won't  use 
for  future  maintenance. 

Senator  Brewster.  You  are  eliminating,  apparently,  the  possibility 
of  Government  construction  program  continuing  for  at  least  a  year. 

Captain  Richardson.  Well,  sir,  if  we  want  to  anticipate  for  a  year, 
I  would  recommend  buying  all  of  it,  but  I  know  that  we  are  finishing 
up  plants  from  which  we  will  have  equipment  available  that  the  Gov- 
ernment will  own. 

Senator  Brewster.  You  have  a  comprehensive  plan.  We  are  build- 
ing in  Newfoundland,  and  we  are  building  in  Iceland. 

Captain  Richardson.  We  have  even  let  them  have  tractors  for  those 
projects,  because  they  couldn't  get  them  themselves. 
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Senator  Brewster.  We  have  got  to  stop  manufacturing  construction 
equipment,  perhaps,  in  large  measure,  and  I  think  the  Government,  as 
the  largest  user,  ought  to  take  the  lead  in  accomplishing  that  transition 
with  the  least  dislocation.  I  think  that  is  where  perhaps  your  thought 
should  be  a  little  more  direct. 

Captain  Richardson.  My  little  unit  is  just  open  for  any  criticism  in 
the  world.  If  there  is  anything  that  you  can  come  out  and  tell  me  that 
I  can  save  the  Government  money,  I  am  sitting  right  there  waiting  for 
it.    We  will  like  any  suggestions  you  can  give. 

Senator  Brewster.  I  think  you  should  get  together  with  the  O.  P.  M., 
the  Navy,  and  the  Maritime  Commission,  and  sort  of  put  your  heads 
together  and  decide  how  soon  you  are  going  to  put  the  construction 
boys  out  of  business,  the  way  Mr.  Henderson  did  with  the  automobiles. 

Captain  Richardson.  We  have  coordinated  with  the  United  States 
Engineers  and  with  W.  P.  A.,  and  among  ourselves,  so  that  if  there  was 
any  surplus  equipment,  we  have  anticipated  that  at  meetings  in  the 
Under  Secretary's  office,  and  have  really  cooperated  and  are  cooperat- 
ing among  ourselves  on  particular  critical  items  of  special  equipment. 
Anything  that  we  can  let  them  use  for  awhile  that  is  Government 
owned,  we  let  them  use.  If  they  have  a  dragline  and  we  haven't  one, 
they  let  us  use  it.  I  will  go  further  and  go  into  the  Navy,  if  you  like, 
and  with  O.  P.  M.,  and  coordinate  the  whole  thing. 

Senator  Brewster.  You  answered  me  earlier  that  to  your  knowledge, 
nobody  was  giving  attention  to  the  larger  economic  aspects  of  the 
transfer  of  the  construction  industry.  That  is  what  I  think  you  should 
bring  to  the  attention  of  somebody  in  the  Government,  who  ought  to  be 
thinking  about  that. 

Captain  Richardson.  As  far  as  I  know.  I  am  answering  you  as  I 
know. 

Senator  Brewster.  That  is  what  we  want  to  know. 

Mr.  Fulton.  If  you  find  that  anybody  has  been  giving  attention  to 
that,  will  you  inform  the  committee  ? 

Captain  Richardson.  Do  what? 

Mr.  Fulton.  If  you  should  find  that  anybody  has  been  giving  atten- 
tion to  that,  will  you  inform  the  committee? 

Captain  Richardson.  I  certainly  will  be  glad  to.  I  will  make  a  note 
of  that  now  so  I  won't  forget. 

Mr.  Fulton.  In  connection  with  these  studies  that  you  made  of  the 
desirability  of  renting  or  buying,  I  take  it  that  you  now,  on  the  basis 
at  least  of  hindsight,  believe  we  would  have  been  better  off  if  we  had 
bought  this  equipment  and  bought  it  directly  rather  than  through  this 
basis  of  renting  it  with  a  recapture  provision? 

Captain  Richardson.  Well,  we  did  buy  it  on  the  ordnance  plants,  but 
we  rented  it  on  camps. 

Mr.  Fulton.  But  you  bought  it  on  their  recapture  prices. 

Captain  Richardson.  That  is  correct. 

Mr.  Fulton.  And  those  recapture  prices  were  increased  by  an 
allowance  of  1  percent  for  each  month. 

Captain  Richardson.  That  is  correct.  That  was  also  contained  in 
the  basic  contract. 
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Mr.  Fulton.  Have  you  made  any  study  of  how  many  million  dol- 
lars less  would  have  been  required  to  purchase  that  if  they  had  pur- 
chased it  directly  instead  of  through  this  recapture  provision  ? 

Captain  Richardson.  Not  until  the  final  report  of  the  amount  of 
equipments  recaptured.  Then  I  could  give  you  a  true  picture  of  it. 
At  this  time,  again  I  say,  I  would  like  to  supplement  that  report  with 
the  report  of  July  1,  which  will  give  you  a  better  picture  of  the  con- 
struction equipment. 

Mr.  Fulton.  Could  you  estimate  roughly  how  much  less  would 
have  been  required  if  you  had  purchased  direct  some  of  the  items? 

Captain  Richardson.  Would  be  required  or  the  money  saved  ? 

Mr.  Fulton.  How  much  would  have  been  saved  if  the  Government 
had  bought  it  directly  instead  of  through  this  device  of  renting  it  and 
then  recapturing  it  ? 

Captain  Richardson.  Well,  that  would  have  to  take  in  a  broad 
factor,  and  it  is  hard  to  give  you  a  direct  answer. 

The  Chairman.  About  20  or  25  percent  ? 

Captain  Richardson.  I  would  estimate  from  10  to  12  percent. 

Mr.  Fulton.  An  average  of  10  or  12  ? 

Captain  Richardson.  Yes.  But  the  idea  was  to  get  the  equipment 
there.    I  mean  get  it  moving. 

Mr.  Fulton.  As  I  understood  you,  you  expected  that  at  least 
$40,000,000  of  this  equipment  would  be  recaptured  ? 

Captain  Richardson.  That  is  correct. 

Mr.  Fulton:  And  10  or  12  percent  would  be  between  four  and  live 
million  dollars  on  that  item. 

Captain  Richardson.  That  is  correct. 

Mr.  Fulton.  As  to  some  of  this  equipment,  it  hasn't  been  recap- 
tured, not  because  you  haven't  paid  a  rental  that  is  about  equal  to  the 
recapture  price,  but  because  it  is  older  than  the  equipment  that  you 
want  to  have.    Isn't  that  correct  ? 

Captain  Richardson.  You  are  speaking  of  the  equipment  at  the 
present  time  ? 

Mr.  Fulton.  Yes ;  say  used  equipment. 

Captain  Richardson.  I  think  we  have  weeded  out  most  of  the 
equipment — there  may  be  a  few  isolated  instances — before  June  that 
you  have  that  report  on.  You  may  find  one  once  in  a  while  where  we 
can't  replace  it,  due  to  long  delivery.    I  can't  state  that. 

Mr.  Fulton.  What  I  had  in  mind  is  that  I  understand  that  used 
equipment  is  not  being  recaptured,  if  it  is  old  equipment,  on  the  theory 
that  you  don't  want  old  equipment  for  maintenance  purposes. 

Captain  Richardson.  Well,  it  is  recaptured  if  it  is  in  very  good  con- 
dition.   Will  you  speak  of  a  specific  item  of  equipment  ? 

Mr.  Fulton.  Suppose  it  is  in  bad  condition. 

Captain  Richardson.  In  bad  condition  ? 

Mr.  Fulton.  You  are  not  recapturing  it,  are  you  ? 

Captain  Richardson.  Unless  it  would  pay  the  Government  to  fix  it 
up.    That  is  the  only  thing. 

Mr.  Fulton.  Take  the  example,  if  you  want  one,  of  a  5-year-old 
dump  truck  that  is  in  pretty  bad  condition. 
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Captain  Richardson.  We  wouldn't  recapture  it,  but  we  wouldn't 
allow  100  percent  or  90  percent  rental.  There  have  been  instructions 
to  the  field  prior  to  this,  and  I  think  I  can  give  you  the  exact  date  in 
just  a  second. 

Mr.  Fulton.  What  difference  would  it  make  if  you  rented  two  of 
them  for  an  aggregate  of  6  months  instead  of  one  of  them  for  an  ag- 
gregate of  6  months  ?     It  is  still  the  same  rental. 

Captain  Richardson.  I  didn't  try  to  impress  upon  you  that  we  were 
getting  rid  of  them  and  renting  them  again. 

Mr.  Fulton.  You  have  to  have  something  in  its  place.  You  would 
have  to  rent  something  in  its  place. 

Captain  Richardson.  We  would  possibly  be  through  with  it  by  that 
time. 

Mr.  Fulton.  I  see. 

The  Chairman.  The  committee  will  recess  until  10 :  30  tomorrow 
morning. 

(Whereupon,  the  hearing  recessed  at  12  noon  until  10:30  a.  m., 
Wednesday,  July  30,  1941.) 
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WEDNESDAY,  JULY  30,    1941 

United  States  Senate, 
Special  Committee  to  Investigate  the 

National  Defense  Program, 

Washington,  D.  C. 
The  committee  met  at  10:35  a.  m.,  pursuant  to  adjournment  on 
Tuesday,  July  29,  1941,  in  room  318,  Senate  Office  Building,  Senator 
Harry  S.  Truman  presiding. 

Present :  Senators  Harry  S.  Truman,  chairman,  and  Ralph  O.  Brew- 
ster. 

Also  present :  Hugh  A.  Fulton,  chief  counsel. 
The  Chairman.  The  committee  will  come  to  order. 
Mr.  McNairy,  will  you  be  sworn?     Mr.  McNairy,  do  you  solemnly 
swear  to  tell  the  truth,  the  whole  truth,  and  nothing  but  the  truth,  so 
help  you  God  ? 

Mr.  McNairy.  I  do. 

TESTIMONY  OF  C.  B.  MeNAIRY,  VICE  PRESIDENT  AND  ASSISTANT 
SECRETARY,  T.  A.  LOVING  CO.,  G0LDSB0R0,  N.  C. 

The  Chairman.  Proceed,  Mr.  Fulton. 

Mr.  Fulton.  Mr.  McNairy,  I  understand  that  jou  are  associated 
with  the  T.  A.  Loving  Co.  Would  you  tell  us  the  nature  of  your  con- 
nection ? 

Mr.  McNairy.  I  am  vice  president  and  assistant  secretary. 

Mr.  Fulton.  And  that  company  obtained  a  cost-plus-a-fixed-fee 
contract,  did  it  not,  for  construction  at  Fort  Bragg  ? 

Mr.  McNairy.  That  is  correct. 

Mr.  Fulton.  Will  you  tell  us  something  about  the  company  and 
its  past  history  before  it  got  the  contract? 

Mr.  McNairy.  T.  A.  Loving  &  Co.  from  1924  until  1937  operated 
as  an  individual.  On  November  12,  1937,  it  was  incorporated  and 
has  existed  in  corporate  form  from  that  day  to  this. 

FEE  RECEIVED  BY  T.  A.  LOVING  &  CO.  FOR  FORT  BRAGG  CONSTRUCTION 

Mr.  Fulton.  How  much  do  you  now  estimate  your  request  for 
fixed  fee  for  the  Bragg  job  will  amount  to? 

Mr.  McNairy.  We  approximate  it  will  be  approximately  $570,000. 

Mr.  Fulton.  And  I  understand  that  you  estimate  your  nonreim- 
bursable expenses  that  you  incurred,  that  is  expenses  that  are  not 
chargeable  to  the  Government,  are  somewhere  in  the  neighborhood 
of  $160,000;  is  that  correct? 
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Mr.  MoNairy.  No  ;  I  think  it  is  larger  than  that,  sir. 

Mr.  Fulton.  How  much  would  you  estimate  it?  I  beg  your  par- 
don, I  have  a  letter  which  indicates  it  is  $140,000. 

Mr.  McNairy.  That  is  nearer  the  figure  I  had  in  mind.  One 
hundred  and  forty  thousand  dollars  is  the  figure,  and  I  would  like  to 
state  that  the  $570,000  that  I  mentioned  is  contemplated.  The  War 
Department  has  only  indicated  around  $460,000. 

Mr.  Fulton.  If  you  should  obtain  the  claim  that  you  are  making 
of  $570,000,  that  less  your  nonreimbursable  expenses  would  leave  you 
about  $430,000. 

Mr.  McNairy.  Less  the  expense  that  would  be  necessitated  in 
attempting  to  secure  the  additional  fee. 

Mr.  Fulton.  You  mean  if  you  are  involved  in  litigation  or  some- 
thing of  that  kind? 

Mr.  McNairy.  Yes. 

Mr.  Fulton.  How  does  that  $430,000  that  you  obtained  on  that 
project  compare  with  the  net  annual  profits  of  the  company  for  pre- 
vious years? 

Mr.  McNairy.  Exceedingly  in  excess  of  any  in  previous  years. 

Mr.  Fulton.  What  were  your  net  annual  profits  for,  say,  1938? 

Mr.  McNairy.  The  net  annual  profit  for  1938  was  $3,459.74. 

Mr.  Fulton.  Or  less  than  1  percent  of  the  amount  of  this  fee, 
less  all  your  nonreimbursable  expenses. 

Mr.  McNairy.  Approximately  that;  yes,  sir. 

Mr.  Fulton.  And  it  was  about  the  same  amount,,  was  it  not,  for 
the  next  year? 

Mr.  McNairy.  Yes,  sir;  that  is  correct;  1939  was  approximately 
the  same. 

Mr.  Fulton.  And  for  1940  it  was  around  $17,000? 

Mr.  McNairy.  That  is  correct,  sir. 

Mr.  Fulton.  But  in  fairness,  is  it  true  that  you  have  a  method, 
which  is  a  perfectly  legal  method,  of  taking  your  profits  for  annual 
income  purposes  at  the  time  of  the  completion  of  the  job  instead  of 
at  the  time  of  the  accrual  ? 

Mr.  McNairy.  That  is  correct,  sir. 

Mr.  Fulton.  Will  you  tell  us,  if  you  can,  the  approximate  amount 
of  your  accrued  profits  for,  say,  '38  or  '39  ? 

Mr.  McNairy.  I  don't  know  what  the  figures  would  be  for  the  indi- 
vidual years,  but  all  through  the  years  we  ran  $300,000,  if  I  remember 
correctly. 

Mr.  Fulton.  So  your  annual  profits  on  that  basis  would  have  been 
about  $100,000. 

Mr.  McNairy.  That  is  about  it. 

Mr.  Fulton.  Or  something  less  than  one-fourth  of  the  amount  of 
this  fixed  fee. 

Mr.  McNairy.  That  is  right,  sir. 

Mr.  Fulton.  In  getting  that  fixed  fee,  was  that  one  that  had  been 
offered  to  you,  or  did  you  ask  for  one  that  large  ? 

Mr.  McNairy.  I  didn't  get  the  first  part  of  your  question. 

Mr.  Fulton.  Were  you  offered  the  fee  by  the  Government  or  did 
you  ask  for  a  fee  that  amounted  to  four  times  your  earnings  even  on 
this  more  favorable  basis  ? 
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Mr.  McNairy.  The  fee  of  $570,000  I  asked  for.  The  fee  of  four- 
himclred-sixty-some-thousand  dollars  they  offered  us. 

Mr.  Fulton.  Why  did  your  company  ask  for  a  fee  that  amounts  to, 
any  way  you  figure  it,  four  or  five  times  what  it  was  earning  in  an 
entire  year? 

Mr.  McNairy.  Because  we  felt  we  deserved  it. 

Mr.  Fulton.  Just  why  ? 

Mr.  McNairy.  What  is  that? 

Mr.  Fulton.  What  is  the  basis  for  it  ? 

Mr.  McNairy.  The  basis  of  the  size  of  the  camp  at  Fort  Bragg,  the 
organization  that  we  perfected  and  placed  there ;  I  imagine  the  same 
way  that  an  attorney  fixes  a  fee  whenever  he  goes  out  and  collects 
$100,000  and  gets  20  percent  for  it. 

The  Chairman.  What  did  the  camp  cost  the  Government  ? 

Mr.  McNairy.  Approximately  $40,000,000. 

The  Chairman.  That  includes  everything? 

Mr.  McNairy.  That  includes  everything ;  yes,  sir. 

The  Chairman.  The  construction  and  the  roads  and  the  buildings  ? 
Is  the  camp  completed  now? 

Mr.  McNairy.  We  ceased  construction  on  the  fixed-fee  contract  yes- 
terday. That  includes  the  construction  costs,  all  fees,  architect-engi- 
neers, the  local  C.  Q.  M.'s  expense,  and  the  Washington  expense. 

The  Chairman.  How  many  soldiers  will  that  camp  hold  ? 

Mr.  McNairy.  Approximately  67,000. 

The  Chairman.  There  are  two  division  there,  I  believe. 

Mr.  McNairy.  No,  sir ;  one  division  but  several  brigades  and  special 
troops. 

Mr.  Fulton.  When  this  contract  was  negotiated,  how  big  an  organi- 
zation did  T.  A.  Loving  have  ?  What  were  their  net  assets  about  that 
time? 

Mr.  McNairy.  The  net  assets  of  T.  A.  Loving  Co.  approximately 
at  the  time  the  contract  was  let?  You  have  that  statement,  sir.  Ap- 
proximate] v  on  June  30  the  net  assets — shall  I  say  surplus  and  cap- 
ital—was $560,000. 

Mr.  Fulton.  Then  your  fee  is  almost  as  much,  even  after  you  deduct 
all  your  own  expenses,  as  your  entire  capital  and  assets. 

Mr.  McNairy.  That  is  correct ;  yes,  sir. 

Mr.  Fulton.  Just  how  big  an  organization  in  numbers  of  men  did 
you  furnish  to  the  Government? 

Mr.  McNairy.  To  start  with  our  contract  was  $3,700,000,  approxi- 
mately. 

Mr.  Fulton.  I  meant  the  organization  of  your  company.  How 
many  people's  services  were  you  furnishing  for  this  fee  on  a  non- 
reimbursable basis? 

Mr.  McNairy.  I  don't  remember  the  exact  number  of  people  we 
put  over  there.  As  far  as  the  officers  of  the  company  were  con- 
cerned, all  four  of  us  were  there. 

Mr.  Fulton.  That  is  four.  How  many  more  than  four  did  you 
furnish  ? 

Mr.  McNairy.  We  only  have  four  officers. 

Mr.  Fulton.  How  many  people  did  you  pay  the  salaries  for  ? 
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Mr.  McNairt.  We  furnished  all  of  the  key  personnel  of  the  organi- 
zation, and  as  the  project  developed  in  size  and  scope,  we,  of  course, 
had  to  employ  other  people  to  expand  the  organization  to  take  care 
of  the  expanded  program. 

The  Chairman.  You  say  this  was  first  to  be  a  $3,000,000  project? 

Mr.  McNairy.  Our  original  contract  was  $3,751,845. 

The  Chairman.  What  sort  of  camp  were  you  supposed  to  build 
for  that  $3,000,000? 

Mr.  McNairy.  A  camp,  if  I  am  not  mistaken,  to  take  care  of  around 
8,000  people. 

The  Chairman.  And  they  increased  it  10  times  over  after  you 
got  the  contract? 

Mr.  McNairy.  That  is  correct,  sir. 

Mr.  Fulton.  In  addition  to  those  four  officers,  did  you  furnish 
anybody  else,  the  salaries  of  whom  you  paid? 

Mr.  McNairy.  No,  sir. 

Mr.  Fulton.  So  that  in  effect,  for  loaning  the  organization's  four 
men  and  the  use  of  your  assets  to  whatever  they  were  used,  you  got 
this  net  fee  after  nonreimbursable  expenses  of  around  $500,000,  or 
you  will  get  it  if  you  succeed  in  your  claim. 

Mr.  McNairy.  Yes. 

RATES  FOR  EQUIPMENT  RENTAL  AT  FORT  BRAGG 

Mr.  Fulton.  Mr.  McNairy,  when  you  took  that  contract,  or  when 
you  applied  for  that  contract,  were  you  asked  the  question  as  to 
whether  you  considered  the  schedule  of  the  Associated  General  Con- 
tractors of  America  as  being  a  fair  and  equitable  schedule? 

Mr.  McNairy.  We  were  asked  that  question ;  yes,  sir. 

Mr.  Fulton.  And  did  the  head  of  your  corporation  in  writing- 
answer  "Yes"? 

Mr.  McNairy.  He  did,  sir. 

Mr.  Fulton.  Did  you  rent  your  equipment  on  that  schedule  or 
did  you  charge  higher  rents? 

Mr.  McNairy.  We  rented  the  equipment  based  on  that  schedule, 
but  it  was  a  higher  rate  for  the  same  reason  that  that  schedule  was 
based  on  40  hours  a  week  and  we  worked  it  56  hours  a  week.  That 
was  the  basis  on  which  we  set  up  to  build  the  job. 

Mr.  Fulton-  And  in  preparing  your  schedule  of  rates  did  you 
take  that  Associated  General  Contractors'  schedule  and  make  a  com- 
putation based  on  that  and  on  nothing  else? 

Mr.  McNairy.  No,  sir ;  not  on  nothing  else,  but  based  on  that  we 
did  arrive  at  the  rent  that  we  wanted  and  applied  for  and  which 
was  finally  negotiated. 

Mr.  Fulton.  And  would  you  explain  again  just  what  you  meant 
when  you  say  that  the  schedule  was  based  on  how  many  hours  a  month ? 

Mr.  McNairy.  Forty  hours  a  week. 

Mr.  Fulton.  Which  would  be  approximately  160  or  170  hours  a 
month. 

Mr.  McNairy.  Approximately. 

Mr.  Fulton.  What  I  wanted  to  know  was,  did  you  base  your  rates 
on  that  with  what  you  termed  an  appropriate  adjustment  because  of 
the  difference  in  hours? 
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Mr.  McNairt.  I  think,  if  I  am  not  mistaken,  we  added  approxi- 
mately one-sixth  to  the  rates  of  the  A.  G.  C,  somewhere  in  that  neigh- 
borhood. In  other  words,  the  40-hour  week  is  the  basis  on  which  the 
work  had  been  performed  for  the  Government  and  for  other  agencies 
up  until  this  time.  It  could  have  been  performed  any  of  the  6  days, 
but  when  we  started  Fort  Bragg  we  decided  to  work  7  days  a  week, 
and  therefore  we  added  approximately  one-sixth  to  the  A.  G.  C.  price. 

Mr.  Fulton.  Are  you  sure  the  A.  G.  C.  schedule  is  based  on  40  hours 
a  week  as  distinct  from  240  hours  a  month  ? 

Mr.  McNairt.  I  didn't  mean  to  state  the  A.  G.  C.  schedule  stated 
it  was  based  on  40  hours  a  week,  but  everyone  working  at  that  time 
was  working  40  hours  a  week  and  doing  it  within  6  days;  as  a  rule, 
5  days. 

Mr.  Fulton.  Doesn't  that  schedule  itself  state  it  is  based  on  a  240- 
hour  month  ? 

Mr.  McNairt.  I  couldn't  say,  sir.  If  you  have  it  in  front  of  you, 
I  will  be  glad  to  look  at  it  and  see,  sir. 

Mr.  Fulton.  Will  you  look  at  that  page  and  see  whether  it  doesn't 
indicate  30  days,  8  hours  per  day  ? 

Mr.  McNairt.  It  says  to  arrive  at  a.  daily  rental  expense,  you 
divide — no;  it  doesn't  say  240. 

Mr.  Fulton.  By  30  days. 

Mr.  McNairt.  By  30  clays. 

Mr.  Fulton.  Two  hundred  and  forty  a  month. 

Mr.  McNairt.  That  is  correct,  sir,  but  it  is  not  anticipated  for  Sun- 
days or  holidays  or  other  time  that  shall  be  deducted  to  arrive  at  a 
daily  expense,  That  is  not  a  monthly  expense.  That  is  how  you 
arrive  at  a  daily  expense.  If  you  rent  a  piece  of  equipment  for  1  day, 
that  is  how  you  arrive  at  it. 

Mr.  Fulton.  You  added  approximately  one-sixth? 

Mr.  McNairt.  I  would  say  approximately  that  amount. 

Mr.  Fulton.  And  did  you  make  any  deductions  from  the  schedule? 

Mr.  McNairt.  In  fact,  in  some  cases  we  are  higher  than  one-sixth 
and  in  some  cases  we  are  lower  than  if  we  added  one-sixth. 

Mr.  Fulton.  In  many  cases  you  are  higher  than  one-sixth. 

Mr.  McNairt.  And  in  many  cases  we  are  lower. 

Mr.  Fulton.  Then  just  how  did  you  make  that  determination, 
because  if  you  are  higher  and  lower,  is  it  a  fact  you  used  this  schedule 
or  is  it  a  fact  you  made  up  your  own  determination  ? 

Mr.  McNairt.  I  merely  said  we  used  the  schedule  as  a  basis,  as  a 
guide  to  go  by.  ' 

Mr.  Fulton.  But  when  you  determined  the  rents,  you  determined 
the  rents  irrespective  of  the  schedule ;  is  that  right  ? 

Mr.  McNairt.  If  that  is  the  way  you  interpret  it,  yes,  sir,  but  I  used 
that  as  a  basis.    I  had  to  have  something  as  a  basis  to  go  on. 

Mr.  Fulton.  I  don't  quite  understand.  If  you  took  the  schedule 
as  Mr.  Loving  had  indicated  in  his  signed  statement  he  was  going 
to  do 

Mr.  McNairt  (interposing).  I  don't  think  Mr.  Loving  made  that 
statement.    He  said  he  thought  it  was  a  fair  basis. 

Mr.  Fulton.  The  question  is,  "Do  prospective  contractors  consider 
the  equipment-rental  schedule  compiled  by  the  Associated  General 
Contractors  of  America,  Inc.,  as  being  fair  and  equitable?"    And  the 
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answer  is  "Yes"  in  the  handwriting  of  Mr.  Loving;  is  that  not 
correct  ? 

Mr.  McNairy.  I  think  that  is  exactly  what  he  intended. 

Mr.  Fulton.  You  mean  by  that,  he  intended  to  say  it  was  equitable, 
but  by  that  he  did  not  intend  to  say  he  would  rent  his  equipment  at 
that  rate? 

Mr.  McNairy.  I  think  his  intention  was  (and  I  was  at  the  confer- 
ence) that  the  whole  A.  G.  C.  schedule  was  equitable  for  the  work 
that  was  being  performed  on  the  terms  and  hours  that  were  being 
worked  at  that  time.  He  did  not  say  that  each  individual  piece  was 
an  equitable  adjustment.  I  think  you  will  find  in  our  schedule  that 
we  will  run  under  as  often  as  we  will  run  over,  and  with  one-sixth 
added  to  the  rate,  I  think  you  will  find  all  the  way  through  it  will 
balance  up  to  that  point. 

Mr.  Fulton.  In  the  first  place,  why  add  this  one-sixth  if  you  have 
agreed  it  is  equitable  as  stated? 

Mr.  McNairy.  Because  we  had  no  idea  when  we  entered  into  the 
contract  whether  we  would  work  any  further  than  40  hours  a  week; 
that  was  the  prevailing  custom  at  that  time. 

Mr.  Fulton.  And  in  the  second  place,  if  you  have  agreed  to  the 
idea  that  one-sixth  added  makes  an  adjustment,  why  didn't  you  simply 
take  the  schedule  and  add  one-sixth  to  every  single  item?  And  that, 
of  course,  you  didn't  do. 

Mr.  McNairy.  No,  sir. 

Mr.  Fulton.  Why  didn't  you  do  it? 

Mr.  McNairy.  Because  I  didn't  think  it  was  the  proper,  the  abso- 
lute— well,  to  be  perfectly  frank  and  candid  with  you,  each  piece  of 
equipment  in  there  that  we  felt  was  too  high,  we  discussed  it  thor- 
oughly with  the  representatives  of  the  Government,  and  each  piece 
that  we  felt  was  too  low,  we  discussed  that  with  them,  and  as  I 
srated,  we  used  that  and  worked  from  it.  I  don't  know  whether  the 
Constructing  Quartermaster  did  or  not  because  he  had  his  own  equip- 
ment set-up,  but  we  used  that  in  arriving  at  and  forming  the  basis 
for  the  price  for  the  rent.  In  some  cases  we  used  it  exactly,  in  some 
cases  we  had  more,  and  in  some  cases  less.  But  in  the  total  I  would 
say  definitely  that  you1  will  find  it  practically  balanced  as  far  as 
dollars  and  cents  are  concerned. 

Mr.  Fulton.  And  in  figuring  that  out  were  you  figuring  it  with  the 
idea  of  making  a  profit  on  the  rental  of  equipment  in  addition  to  your 
fee,  or  were  you  figuring  on  obtaining  the  cost  of  the  equipment  that 
you  were  giving  to  the  Government? 

Mr.  McNairy.  When  we  started  this  job,  it  was  contemplated  for 
90  days.  The  rents  that  we  were  asking  for  I  don't  think  would  have 
developed  a  profit  for  us  if  the  job  had  been  completed  in  90  days. 
The  profit  that  developed  on  the  equipment  on  this  job  has  been  due 
to  its  recapture. 

Mr.  Fulton.  But  it  is  your  testimony  that  at  the  time  that  you 
intended  to  set  up  your  rents,  you  were  trying  to  set  them  up  in  such 
a  way  that  you  would  obtain  only  your  expenses  and  not  a  profit. 

Mr.  McNairy.  The  rents  for  90  days  I  don't  think  would  have  de- 
veloped a  profit,  but  for  a  longer  period  of  time  they  would  have  de- 
veloped a  profit,  definitely. 
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Mr.  Fulton.  When  you  saw  that  they  would  develop  a  profit,  did 
you  notify  the  Army  of  that  and  of  your  willingness  to  make  an  equit- 
able adjustment? 

Mr.  McNairt.  No,  sir ;  I  did  not. 

Mr.  Fulton.  In  your  contract  it  provided,  did  it  not,  that  the  con- 
tractor shall  furnish  the  materials,  tools,  machinery,  and  equipment 
not  furnished  by  the  Government?  You  were  being  paid  a  fee  by 
the  Government  on  the  basis  of  the  Government's  paying  the  cost. 
Do  you  think  that  under  the  terms  of  that  contract  you  were  entitled 
in  addition  to  this  fee  of  $430,000  over  expenses,  to  a  profit  on  your 
own  equipment  that  you  rented  to  them  ? 

Mr.  McNairt.  Paragraph  (6)  of  the  contract  also  states: 

Rates  of  rental  as  substitutes  for  scheduled  rental  rates  may  be  agreed  upon 
in  writing  between  the  contractor  and  the  constructing  officer,  such  rates  to  be 
in  conformity  with  similar  rates  of  rental  charged  in  the  particular  territory  in 
which  the  work  covered  by  this  contract  is  to  be  performed. 

Mr.  Fulton.  Then  it  is  your  position- 


Mr.  McNairt  (interposing).  That  I  should  get  the  same  amount 
anybody  else  should  get  for  the  rental  of  equipment  in  that  particular 
territory.     It  is  in  the  contract,  sir. 

Mr.  Fulton.  If  third  parties  renting  equipment,  who,  very  na- 
turally, being  in  that  business,  would  expect  to  receive  a  profit,  were 
to  receive  a  profit,  then  you  expected  to  receive  one,  too,  is  that  it  ? 

Mr.  McNairt.  May  I  state  so  far  as  any  third  parties  in  this  con- 
tract are  concerned,  all  the  equipment  which  we  furnished  after  De- 
cember was  at  a  lower  rate  than  any  competitive  bid  that  we  received ; 
as  low  or  lower  than  any  competitive  bid  we  received. 

Mr.  Fulton.  Yes ;  but  my  question  is  that  if  third  parties  expected 
to  receive  a  profit,  you  expected  to  receive  one,  too  ? 

Mr.  McNairt.  The  third  parties  didn't  put  in  a  price ;  their  prices 
were  higher.  We  had  a  profit  in  it  and  their  prices  were  higher  than 
ours. 

Mr.  Fulton.  You  have  quite  a  profit  in  yours. 

Mr.  McNairt.  It  is  due,  as  I  stated  a  few  moments  ago,  to  the  fact 
that  you  recaptured  all  our  equipment. 

Mr.  Fulton.  And  if  it  hadn't  been  recaptured,  your  profits  would 
be  higher  than  they  are  now,  wouldn't  they  ? 

Mr.  McNairt.  No,  sir;  I  say  they  would  have  been  less.  I  am 
talking  about  the  original  contract. 

Mr.  FuLton.  If  this  equipment  hadn't  been  recaptured  and  you 
had  practically  the  entire  portion  of  it  paid  for  by  rental  and  then 
got  the  equipment  back,  you  would  have  made  an  even  higher  profit 
than  by  setting  the  value  of  equipment  at  prices  higher  than  you  paid 
for  it. 

Mr.  McNairt.  I  misunderstood  you.  I  would  have  the  equipment 
and  the  recapture  price. 

Mr.  Fulton.  And  the  rent,  so  if  it  hadn't  been  recaptured,  your 
profit  would  be  still  greater. 

Mr.  McNairt.  Yes,  sir. 

Mr.  Fulton.  My  point  is,  your  construction  of  this  particular  con- 
tract is  that  even  though  you  were  being  paid  this  big  fee,  you  weren't 
obligated  to  furnish  your  equipment  to  the  Government  at  the  cost  to 
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you  of  furnishing  it.  In  other  words,  that  was  not  part  of  your  con- 
tract obligation  as  you  construe  it. 

Mr.  McNairy.  I  don't  think  the  word  "cost"  appears  in  there  any- 
where. In  other  words,  the  equipment  should  be  put  on  there  at  a  fair 
valuation  and  the  rent,  under  clause  (6) ,  shall  be  the  rate  prevailing 
in  the  immediate  vicinity. ' 

Mr.  Fulton.  But  the  question  I  asked — and  I  understood  you  to 
answer  it  in  the  affirmative — is  whether  you  expected  to  be  free  to  make 
a  profit  on  your  equipment  as  well  as  making  your  fixed  fee  on  the 
contract. 

Mr.  McNairy.  You  are  trying  to  tell  me  what  I  thought,  and  I  don't 
remember  whether  I  thought  that  or  not.  I  don't  think  I  did.  We 
were  trying  to  get  the  job  done  and  we  were  trying  to  set  up  equitable 
rental  rates.  I  don't  remember  thinking,  "I  have  to  get  a  profit."  We 
tried  to  get  an  equitable  valuation  and  equitable  rent. 

Senator  Brewster.  Was  the  matter  of  possible  rental  of  your  equip- 
ment discussed  when  you  negotiated  the  contract  ? 

Mr.  McNairy.  I  don't  think  it  was  specifically  covered.  You  have 
it  there,  except  the  rate. 

Senator  Brewster.  I  didn't  mean  the  contract ;  I  mean  was  the  ques- 
tion discussed  at  all  ? 

Mr.  McNairy.  There  is  the  question  they  asked  about. 

Senator  Brewster.  Which  would  imply  that  you  might  rent  your 
equipment  at  those  rates ;  that  was  the  point,  I  suppose. 

Mr.  McNairy.  That  is  correct,  sir ;  I  think  that  was  the  implication, 
that  if  any  of  our  equipment  was  required  that  would  be  a  fair  rate  to 
rent  it  for. 

Senator  Brewster.  And  I  suppose  in  that  rate  it  is  assumed  there 
is  a  profit,  isn't  it  ? 

Mr.  McNairy.  That  is  ownership  expense. 

Mr.  Fulton.  That  is  supposed  to  be  the  contractors'  idea  of  their 
own  ownership  expense  after  taking  all  their  deductions,  including 
depreciation  and  everything  else  out,  but  before  including  a  profit  on 
equipment. 

Senator  Brewster.  Perhaps  I  am  not  clear  about  this  thing,  but  the 
question  to  which  you  are  addressing  yourself  is  whether  or  not  the 
rentals  they  got  from  the  Government  for  the  equipment  they  owned 
were  fair. 

Mr.  Fulton.  The  question  I  was  addressing  myself  to,  Senator,  is 
the  fact  that  in  the  contract  they  agreed  to  furnish  equipment  to  the 
Government,  and  it  is  a  cost-plus  contract.  Their  profit  should  be,  or 
might  well  be  said  to  be,  in  the  fixed  fee,  the  Government  paying  their 
expenses,  including  hire  of  labor  and  so  on.  My  question  was,  Should 
not  the  Government  also  pay  their  expenses  for  their  equipment  but 
not  give  them  a  profit  for  equipment  over  and  above  and  in  addition 
to  the  fixed  fee  ? 

Senator  Brewster.  What  did  you  gather  was  the  intent  of  this 
question  ? 

Mr.  Fulton.  The  Army's  intent  in  asking  it?  Other  than  the 
way  the  question  is  phrased,  I  wouldn't  be  able  to  say  what  their 
intent  is,  but  Captain  Kichardson  who  will  be  on  again  will  perhaps 
say  that.  I  would  have  assumed  they  expected  the  contractor  to  rent 
at  the  rates  specified  in  that  schedule  and  not  to  add  one-sixth  to  it, 
or  not  to  change  any  of  the  schedules. 
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Senator  Brewster.  I  gather  that,  but  the  point  I  was  making  is 
that  I  assume,  that  schedule  contemplates  a  profit  to  the  lessor, 
doesn't  it? 

Mr.  Fulton.  That  particular  schedule  is  a  contractors'  schedule 
and  it  doesn't  contemplate  a  profit  in  that.  There  might  be  one  if 
the  rates  were  overemphasized  or  the  depreciation  too  large.  But 
this  is  a  schedule  that  contractors  themselves  have  made  up,  not  for 
the  purpose  of  renting  equipment  but  for  the  purpose  of  ascertain- 
ing their  own  cost  of  owning  equipment  and  using  it. 

Senator  Brewster.  I  thought  this  was  a  going  basis  for  general 
contractors  renting  equipment.  This  is  a  sort  of  rule-of-thumb  by 
which  they  govern  themselves. 

Mr.  Fulton.  There  is  a  rental  schedule  which  is  a  different 
schedule.  In  fact,  there  are  four  or  five  schedules.  The  Army  itself 
prepared  a  schedule  based  on  that  one  which  is  lower  than  that  one. 

Senator  Brewster.  Do  you  assume  any  of  these  schedules  are  not 
on  a  profit  basis  ? 

Mr.  Fulton.  This  particular  schedule  is  supposed  to  be  set  up  on  a 
nonprofit  basis  for  the  purpose  of  reflecting  ownership  expense  and 
not  rental.  There  is,  however,  a  green  schedule  of  the  equipment 
distributors  which  is  set  up  on  the  theory  that  they  are  in  that 
business  and  should  make  a  profit. 

The  Chairman.  My  understanding  of  the  theory  of  this  question, 
Senator,  is  that  the  fixed  fee  is  supposed  to  be  the  contractor's  profit 
in  the  construction  of  this  job.  This  question  was  asked  for  the  pur- 
pose of  finding  out  if  his  cost  for  the  rental  of  this  equipment  was 
satisfactory  to  him,  and  it  is  not  intended  there  should  be  a  profit  in 
the  rental  of  this  equipment  any  more  than  there  should  be  a  profit 
to  the  Government. 

Senator  Brewster.  Did  I  understand  this  gentleman  to  testify 
that  he  thought,  while  they  departed  from  this  schedule,  if  they  took 
the  over-all  it  would  have  been  somewhat  less?  Wasn't  that  some- 
what less? 

Mr.  McNairt.  I  would  say  it  would  be  approximately  the  same  as 
though  we  took  every  particular  item. 

Senator  Brewster.  You  don't  think  it  would  exceed  it? 

Mr.  McNairt.  No,  sir;  I  believe  it  would  be  slightly  less,  but  I 
would  rather  say  it  would  not  exceed  it.     I  mean  plus  one-sixth. 

Mr.  Fulton.  What  kind  of  a  calculation  did  you  make  on  which 
you  base  that  ? 

Mr.  McNairt.  I  took  separate  items  and  checked  them,  the  ones 
I  knew  were  over  and  the  ones  I  knew  were  under.  I  didn't  take  the 
total  units  that  we  employed. 

The  Chairman.  I  think  this  contract  ought  to  be  made  a  part  of 
the  record. 

(The  document  was  marked  "Exhibit  No.  92"  and  is  included  in  the 
appendix  on  p.  1889.) 

Mr.  Fulton.  The  contract  originally  required  that  the  equipment 
would  be  rented  on  a  schedule  to  be  prepared  by  the  Army,  but  that 
was  crossed  out  of  the  contract. 

Mr.  McNairy.  That  is  right,  sir. 

Mr.  Fulton.  That  schedule  was  prepared  and  that  was  lower  than 
the  contractors'  schedule  because  they  deducted  the  repairs  which 
the  Government  was  obligated  to  make,  and  I  wanted  to  know  whether 
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you  do  not  agree  that  the  Quartermaster's  schedule  was  lower  than 
the  contractors'  schedule. 

Mr.  McNairy.  You  mean  that  white  schedule? 

Mr.  Fulton.  The  white  schedule. 

Mr.  McNairy.  I  agree  that  it  is  lower  in  effect.  I  don't  know 
whether  it  is  lower  in  every  instance  or  not  because  I  haven't  checked 
each  one ;  but  it  is  a  lower  schedule. 

Mr.  Fulton.  By  taking  the  contractors'  schedule  you  would  in 
effect  be  paid  twice  for  the  repairs,  once  in  the  form  of  rental  which 
was  based  on  the  theory  that  you  would  do  the  repairing,  and  a 
second  time  in  the  sense  that  the  Government  would  do  the  repairs 
instead  of  obligating  you  to  do  it. 

Mr.  McNairy.  I  didn't  study  that  white  schedule  for  the  simple 
reason  that  it  only  came  to  my  attention  sometime  in  December. 

Mr.  Fulton.  You  do  know  in  the  contractors'  schedule  there  was 
an  item  for  repairs,  quite  a  substantial  item? 

Mr.  McNairy.  I  think  that  is  correct — major  repairs. 

Mr.  Fulton.  And  you  know  in  your  contract  the  Government 
agreed  to  repair  the  equipment. 

Mr.  McNairy.  They  agreed  to  put  it  back  in  the  shape  that  it  came 
on  the  job. 

Mr.  Fulton.  So  in  that  sense,  if  you  were  only  trying  to  get  your 
cost  of  ownership,  you  were  being  paid  twice  for  repairs. 

Mr.  McNairy.  In  the  case  of  every  repair  that  the  Government 
made  at  Fort  Bragg,  they  were  making  repairs  on  their  own  equip- 
ment because  they  recaptured  it. 

Mr.  Fulton.  But  when  you  set  up  these  rentals,  the  question  I 
had  in  mind  was  whether  you  set  them  up  on  a  fair  basis. 

Mr.  McNairy.  I  think  we  did,  sir,  and  that  is  due  to  the  fact  that 
when  we  set  up  these  rents,  we  had  a  90-day  contract  and  it  wasn't 
in  anybody's  mind  that  they  would  be  recaptured.  Now  then,  in 
setting  up  those  rents  and  using  them  for  90  days,  I  don't  believe 
we  could  have  made  any  profit  on  the  equipment  for  a  90-day  period. 
We  didn't  get  any  bids  on  the  equipment  for  less  than  4  months,. 
All  the  bids  we  got  other  than  ours  were  higher,  and  that  was 
for  a  minimum  of  4  months,  and  we  only  had  a  3  months'  job  then. 
You  asked  me  whether  we  made  any  offer  of  adjustment  when  we 
found  they  were  going  to  recapture  the  stuff.  We  would  have  loved 
to  come  back  and  cut  your  rents  in  half;  we  will  do  it  today,  because 
it  takes  twice  the  number  of  "1  percents"  we  have  in  the  contract  per 
month  on  recapture. 

Mr.  Fulton.  In  other  words,  you  would  rather  take  50  percent  of 
the  recapture  price  and  have  the  equipment  back,  thus  having  the 
50  percent  rental  plus  the  equipment,  than  to  have  the  Government 
buy  the  equipment  at  20  percent  more  than  you  paid  for  it. 

Mr.  McNairy.  I  didn't  say  that.  I  said  we  would  have  been  will- 
ing, after  it  developed  the  job  was  going  to  run  as  long  as  it  was,  to 
cut  your  rent  in  half,  because  it  would  take  you  twice  as  long  as 
though  you  were  going  to  recapture  it.  You  asked  me  whether,  when 
the  90-day  period  came  along,  we  notified  them  it  looked  like  we  were 
going  to  make  a  profit  because  of  the  extended  rental  period.  The 
Government  learned  it.  If  the  rents  were  twice  as  high  they  would 
have  saved  money  because  they  would  have  recaptured  that  much 
quicker. 
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Mr.  Fulton.  And  I  say  again,  isn't  the  answer  to  my  question 
right,  that  you  would  rather  have  the  equipment  and  rental  of  half 
the  valuation  price  than  to  have  the  20  percent  profit  and  not  the 
equipment ;  is  that  it  ? 

Mr.  McNairt.  What  20-percent  profit  ? 

Mr.  Fulton.  The  20  percent  you  got  in  the  recapture  of  trucks  over 
and  above  the  cost. 

Mr.  McNairt.  I  don't  think  so.  You  haven't  deducted  the  ex- 
penses of  the  Equipment  Co.  and  other  things.  You  have  taken  the 
actual  net  dollar  cost  to  the  Equipment  Co.  and  the  actual  valuation 
as  set  up  on  the  books,  and  between  those  two  figures  you  have 
established  20  percent,  maybe,  but  it  takes  something  to  operate  a 
business.     We  had  to  finance  the  purchase  of  those. 

Mr.  Fulton.  Three  percent  of  those. 

Mr.  McNairt.  Three  percent  in  our  case. 

Mr.  Fulton.  For  how  long  ? 

Mr.  McNairt.  I  don't  know;  probably  in  some  cases  30,  60,  90 
or  maybe  120  days,  or  maybe  6  months. 

Mr.  Fulton.  In  other  words,  approximately  1  percent  of  the  cost. 

Mr.  McNairt.  For  financing,  we  will  say,  but  how  about  salaries 
and  taxes  and  insurance  of  this  Equipment  Co.  ? 

Mr.  Fulton.  The  Government  agreed  to  return  that  equipment. 
You  didn't  have  to  insure  it,  did  you ;  and  you  didn't  insure  it,  did  you  ? 

Mr.  McNairt.  Did  I  mention  insurance? 

Mr.  Fulton.  I  thought  you  just  now  mentioned  insurance. 

Mr.  McNairt.  Insurance  in  the  normal  running  of  your  business. 
You  have  got  fire  insurance,  not  only  on  these  particular  pieces  of 
equipment  but  you  have  overhead  costs. 

Mr.  Fulton.  Mr.  McNairy,  how  much  did  that  Equipment  Co. 
pay  out  in  fire  insurance  premiums?     Is  it  as  much  as  $100? 

Mr.  McNairt.  I  don't  know,  but  if  it  didn't  pay  out  but  $1,  it  is  a 
deduction.     There  were  a  lot  of  items. 

Mr.  Fulton.  Is  it  as  much  as  $100  ? 

Mr.  McNairt.  I  merely  mention  the  fact  that  there  are  a  lot  of 
expense  items  in  running  any  business.  The  one  you  might  mention 
might  not  be  but  a  dollar,  another  may  be  large,  but  in  the  aggregate 
there  are  expenses  in  running  a  business ;  there  are  salaries  to  be  paid ; 
there  are  taxes  to  be  paid. 

Mr.  Fulton.  What  do  the  expenses  of  this  Equipment  Co.  amount 
k)  today  ?     What  is  the  total  ? 

Mr.  McNairt.  I  think  the  expense  ledger  control  has  been  some- 
where around  $50,000  since  its  inception. 

Mr.  Fulton.  And  how  much  of  that  relates  to  the  purchase  of 
equipment  ? 

Mr.  McNairt.  That  I  couldn't  say.  I  don't  have  the  break-down. 
We  are  going  to  get  you  a  profit  and  loss  statement  but  it  will  take 
about  2  weeks. 

Mr.  Fulton.  Did  it  include  the  rection  of  a  building  ? 

Mr.  McNairt.  No ;  the  real  estate  is  set  up  separately. 

Mr.  Fulton.  In  any  event,  coming  again  to  this  question,  Did  you 
people  under  your  contract  feel  free  to  make  a  profit  on  the  equip- 
ment you,  yourselves,  owned  ? 

Mr.  McNairt.  If  these  factors  in  our  contract  would  develop  a 
profit,  yes. 


1708       INVESTIGATION  OF  THE   NATIONAL  DEFENSE  PROGRAM 

Mr.  Fulton.  Did  you  feel  free  to  make  a  profit  on  the  labor?  In 
other  words,  did  you  think  you  could  go  out  and  hire  a  man  to  work 
for  $1,000  a  year  and  charge  the  Government  $1,200  ? 

Mr.  McNairy.  The  contract  says  I  shall  charge  the  Government  for 
labor,  what  I  pay  for  it.  The  contract  says  do  so  and  so  in  the  way 
of  labor,  and  I  think  I  have  carried  it  out. 

Mr.  Fulton.  What  about  material  ? 

Mr.  McNairy.  The  contract  says  whenever  I  pay  a  man  50  cents  for 
brick,  then  the  Government  pays  me  back  50  cents. 

Mr.  Fulton.  Then  you  make  a  distinction  between  equipment  and 
materials  and  labor? 

Mr.  McNairy.  I  don't  make  a  distinction  between  anything,  sir. 
The  conditions  on  this  job  developed  this  profit. 

FORMATION  OF  THE  EQUIPMENT  CO.  BY  T.  A.  LOVING  CO. 

The  Chairman.  It  was  not  intended,  however,  that  you  should  form 
an  equipment  company  and  rent  that  equipment  to  the  Government  at 
a  profit  when  the  company  was  getting  a  cost-plus  contract.  You 
didn't  do  it  with  material ;  you  didn't  do  it  with  labor.  Why  should 
you  do  it  with  equipment  ? 

Mr.  McNairy.  We  did  not  change  the  rate.  The  Equipment  Co. 
got  the  same  rent  the  T.  A.  Loving  Co.  got  for  it  before  the  Equip- 
ment Co.  was  formed.  The  inception  of  the  Equipment  Co.  was 
about  a  year  before  we  had  this  contract.  It  was  only  actually  con- 
summated in  December. 

The  Chairman.  You  bought  over  $1,000,000  worth  of  equipment 
to  rent  to  the  Government,  didn't  you  ? 

Mr.  McNairy.  No,  sir.  I  think  the  total  amount  of  equipment 
rented  by  T.  A.  Loving  and  the  Equipment  Co.  was  $600,000. 

The  Chairman.  Of  which  you  bought  over  half. 

Mr.  McNairy.  That  is  correct ;  the  Equipment  Co.  bought  over  half, 
but  the  rates  that  the  Equipment  Co.  received,  the  rental  rates,  were 
identically  the  same  that  the  T.  A.  Loving  Co.  had  received. 

The  Chairman.  What  I  am  contending  is  that  the  contract  intended 
you  should  only  charge  the  Government  the  actual  cost  of  that  equip- 
ment and  not  any  profit  on  it,  because  you  were  receiving  your  profit 
in  the  cost  plus,  any  more  than  you  should  charge  a  profit  on  labor 
or  material,  yet  you  did  make  a  good  profit  on  that,  too. 

Mr.  McNairy.  We  did  not  buy  the  equipment  for  the  Government, 
sir. 

The  Chairman.  You  bought  it  for  the  purpose  of  renting  it  to  the 
Government  on  this  specific  job. 

Mr.  McNairy.  That  is  correct,  sir. 

The  Chairman.  If  you  had  owned  the  equipment,  you  would  have 
used  the  equipment  you  owned  on  the  job,  wouldn't  you  ? 

Mr.  McNairy.  We  put  all  the  equipment  we  had  on  the  job  as  soon 
as  it  developed  as  the  first  need  of  the  T.  A.  Loving  Co. 

The  Chairman.  If  it  was  going  to  be  a  profitable  procedure,  I  don't 
blame  you  for  doing  it,  but  I  think  it  is  absolutely  contrary  to  the 
spirit  and  the  letter  of  the  cost-plus  contract. 

Mr.  Fulton.  Did  you  know  the  Army  made  a  distinction  between 
equipment  that  was  furnished  by  contractors  and  equipment  that  was 
furnished  by  renters  of  equipment  ? 
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Mr.  McNairy.  Yes,  sir. 

Mr.  Fulton.  Did  that  have  anything  to  do  with  your  organizing 
this  Equipment  Co.  as  a  separate  company  ? 

Mr.  McNairy.  It  did  not,  sir. 

Mr.  Fulton.  You  say  that  you  contemplated  that  company  for 
more  than  a  year  before  you  organized  it  ? 

Mr.  McNairy.  That  is  correct,  sir. 

Mr.  Fulton.  Have  you  anything  at  all  in  writing  before  the  date 
of  its  organization? 

Mr.  McNairy.  There  was  nothing  in  writing  until  December  6  when 
the  partnership  papers  were  signed. 

Mr.  Fulton.  That  is  nearly  3  months  after  the  contract  was  signed 
by  the  T.  A.  Loving  Co.  for  the  construction  of  the  camp. 

Mr.  McNairy.  Approximately  3  months ;  yes. 

Mr.  Fulton.  And  this  Equipment  Co.  bore  a  title  which  did  not 
contain  the  name  "Loving" ;  is  that  not  correct  ? 

Mr.  McNairy.  That  is  correct ;  it  was  just  Equipment  Co. 

Mr.  Fulton.  It  was  a  partnership,  was  it  not  ? 

Mr.  McNairy.  It  was  a  partnership ;  yes. 

Mr.  Fulton.  And  the  three  groups  which  held  the  stock  of  the  T.  A. 
Loving  Corporation  owned  the  same  proportion  of  stock  in  the  part- 
nership ? 

Mr.  McNairy.  They  did ;  yes. 

Mr.  Fulton.  Although  the  individuals  comprising  each  of  those 
groups  owned  varying  amounts,  not  always  proportionate  to  the 
amount  of  stock  they  owned  in  the  T.  A.  Loving  Corporation? 

Mr.  McNairy.  That  is  true ;  the  McNairys  and  Lovings  and  Bryans 
wound  up  with  the  same  amount  they  had  in  T.  A.  Loving. 

Mr.  Fulton.  Did  you  inform  the  constructing  quartermaster  that 
the  company,  that  is,  this  Equipment  Co.,  was  associated  in  any  way  or 
connected  in  any  way  with  the  T.  A.  Loving  Co.  ? 

Mr.  McNairy.  Yes,  sir;  we  did. 

Mr.  Fulton.  Would  you  tell  us  how  and  to  what  extent  ? 

Mr.  McNairy.  We  discussed  it  fully  and  thoroughly  with  Colonel 
Simpson  who  was  the  constructing  quartermaster  at  Fort  Bragg.  He 
was  thoroughly  familiar  with  the  fact  that  T.  A.  Loving  and  the 
Equipment  Co.,  as  far  as  groups  were  concerned,  were  the  same  and 
owners  in  the  same  proportion.  I  was  the  representative  of  the  T.  A. 
Loving  Co.  at  Fort  Bragg  and  had  full  authority,  and  I  was  also  the 
representative  of  the  Equipment  Co.  I  signed  all  contracts,  one  name 
right  above  the  other,  and  it  was  all  aboveboard  that  I  was  C.  B.  Mc- 
Nairy in  the  Equipment  Co.,  and  I  was  C.  B.  McNairy  in  T.  A. 
Loving  Co. 

Mr.  Fulton.  Did  you  inform  the  Quartermaster  Corps  in  Wash- 
ington, say  Captain  Richardson  who  had  a  duty  to  examine  these 
various  records  and  might  be  misled  by  not  having  a  different  name  ? 

Mr.  McNairy.  We  did  not  contact  anybody  in  Washington  except 
through  the  constructing  quartermaster  on  the  job. 

Mr.  Fulton.  So  you  wouldn't  know  whether  Captain  Richardson 
knew  that  the  Equipment  Co.  was  not  in  fact  a  third  party  ? 

Mr.  McNairy.  I  wouldn't  know  that, 

Senator  Brewster.  Have  you  been  into  the  question  of  the  profit  of 
the  Equipment  Co.  ? 

Mr.  Fulton.  I  was  just  going  into  that,  Senator. 
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This  Equipment  Co.  had  how  much  capital  invested  in  itself? 

Mr.  McNairy.  To  start  with,  $50,000  in  cash. 

Mr.  Fulton.  Of  which  $37,000,  I  believe,  or  approximately  that, 
was  at  once  turned  back  to  the  Loving  Corporation  as  part  payment 
for  the  equipment  that  you  took  over. 

Mr.  McNairy.  That  is  correct,  sir. 

Mr.  Fulton.  That  left  you  $13,000  in  money. 

Mr.  McNairy.  That  is  correct. 

Mr.  Fulton.  That  is  what  you  might  term  working  capital.  Did 
you  ever  put  any  more  working  capital  in  that? 

Mr.  McNairy.  No  more  cash  from  the  partners.  We  borrowed 
considerable  money  on  personal  endorsement  from  banks  and  other 
lending  institutions. 

Mr.  Fulton.  How  much  did  the  Equipment  Co.  make  on  the 
$13,000  net  working  capital? 

Mr.  McNairy.  I  haven't  prepared — the  partnership  wasn't  organ- 
ized until  December  6  and  we  do  not  have  a  profit-and-loss  statement. 
You  asked  for  it  on  the  21st  and  we  have  an  auditor  now  coming  in 
to  make  you  up  a  profit-and-loss  statement  as  of  the  25th.  That  was 
the  date  I  wrote — as  of  the  25th  of  this  month.  It  will  take  a  little 
time  to  do  it  because  it  is  not  the  end  of  the  fiscal  period  or  year  or 
anything  else,  and  we  didn't  know  you  wanted  that  until  on  the  21st. 

Mr.  Fulton.  What  is  your  estimate  of  that  ? 

Mr.  McNairy.  You  have  the  balance  sheet  and  your  estimate  would 
be  as  good  as  mine.  I  don't  know  a  thing  in  the  world  about  what 
it  is.  That  is  just  a  trial  balance  I  took  off  the  books  for  your  in- 
formation. We  wouldn't  know  definitely  whether  its  is  profit  or  not, 
because,  as  far  as  our  books  are  concerned,  a  lot  of  this  equipment  has 
not  been  recaptured  because  we  do  not  transfer  title  to  it  until  it  has 
paid  for  itself  100  percent.  Although  we  have  been  informed  that 
they  are  going  to  recapture  it  all,  it  still  hasn't  been  recaptured  and 
the  income  from  rentals  is  put  into  an  account  for  rentals  and  for 
recapture.  So  we  don't  know  whether  it  is  recapture  or  whether  it  is 
purchase,  as  yet,  so  far  as  the  books  will  show. 

Mr.  Fulton.  What  is  the  excess  of  your  assets  over  your  liabilities, 
according  to  your  trial  balance? 

Mr.  McNairy.  I  don't  know.  I  couldn't  make  a  statement.  Will 
you  look  at  this  a  second?  I  don't  know.  In  other  words,  here  are 
our  assets,  here  is  our  equipment,  autos  and  trucks.  We  don't  know 
whether  that  is  income  or  purchase.  We  can  assume  that  it  is  only 
purchase.  They  won't  buy  all  our  equipment  because  we  are  renting 
to  other  people.     All  onr  equipment  is  not  at  Fort  Bragg. 

Senator  Brewster.  Where  they  took  all  your  equipment,  you  have 
that  amount. 

Mr.  McNairy.  I  probably  have  that,  but  they  can't  take  all  our 
equipment  because  we  rent  to  other  people  besides  the  Government. 
With  the  equipment  we  have  rented  to  other  people,  there  is  a  total 
of  $126,000. 

Mr.  Fulton.  You  would  either  have  the  equipment  or  you  would 
have  the  payment  for  it,  isn't  that  right?  You  have  one  or  the 
other. 

Mr.  McNairy.  That  is  true. 
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Mr.  Fulton.  So,  isn't  it  fair  to  take  your  trial  balance  as  it  is, 
which  would  indicate  by  deducting  $50,000 — what  is  this  $53,000? 

Mr.  McNairy.  That  is  pure  expense. 

Mr.  Fulton.  That  would  indicate  you  have  assets  over  and  above 
liabilities  of  about  $583,000,  would  it  not? 

Mr.  McNairy.  I  never  tried  to  make  a  balance  sheet  out  of  a 
thing  like  this.  I  don't  know  whether  it  does.  The  figures  you 
read  there  look  correct,  and  what  they  represent,  I  don't  know. 

Senator  Brewster.  You  are  a  pretty  competent  businessman  and 
I  think  you  must  have  an  idea  whether  you  are  making  or  losing 
money  in  that  outfit. 

Mr.  McNairy.  We  are,  yes ;  definitely ;  I  admitted  that,  and  quite 
considerably. 

Senator  Brewster.  So  that  there  was  a  pretty  substantial  profit. 

Mr.  McNairy.  There  was,  yes,  sir;  as  I  admitted  before. 

Senator  Brewster.  Whether  it  is  $5S3,000 

Mr.  McNairy  (interposing).  I  wouldn't  say.  We  have  made  an 
appreciable  profit,  a  very  large  profit. 

Senator  Brewster.  Which  was  on  a  cash  investment  of  $13,000 
after  you  turned  your  equipment  over. 

Mr.  McNairy.  No,  sir.  These  individuals,  may  I  say,  put  in 
$50  000  in  cash. 

Senator  Brewster.  I  know,  but  they  immediately  turned  over 
$37,000  worth  of  equipment. 

Mr.  Fulton.  Thirty-seven  thousand  in  payment  for  equipment  to 
Loving. 

Mr.  McNairy.  That  wasn't  paid  back  to  the  stockholders.  That 
wasn't  paid  back  to  the  partners.  It  was  paid  to  T.  A.  Loving  &  Co. 
for  certain  equipment,  just  like  you  bought  some  equipment  from 
somebody  down  the  street. 

Senator  Brewster.  But  you  got  rid  of  your  equipment.  You  had 
$37,000  worth  of  equipment  in  T,  A.  Loving  Co.  which  you  turned 
over  to  this  outfit  which  had  the  same  stockholders. 

Mr.  McNairy.  Oh,  ninety-seven  thousand.  The  partnership  gave 
a  note  for  the  balance. 

Mr.  Fulton.  The  point  I  was  making  was,  if  you  take  your  trial 
balance  sheet  and  deduct  from  that  all  the  expenses  that  you  have, 
it  shows  assets  of  around  $583,000,  and  since  you  started  with  $50,000, 
that  would  indicate  your  profit,  even  though  it  must  necessarily  be 
a  rough  estimate,  is  something  over  half  a  million  dollars. 

Mr.  MoNairy.  I  don't  believe  it  is  anything  like  that.  I  know 
it  is  an  appreciably  large  profit.  I  can  give  you  the  exact  figures  in 
a  very  few  days,  right  to  the  penny. 

Mr.  Fulton.  How  much  less  than  that  would  you  anticipate  they 
would  be,  and  on  what  basis  could  they  be  less  than  that  if  that  trial 
balance  is  correct? 

Mr.  McNairy.  Just  this;  I  don't  know  what  it  is.  Do  you  mind 
if  I  just  accept  your  figure  ?    I  don't  think  it  is  that  much. 

Mr.  Fulton.  Is  there  anything  wrong  with  the  trial  balance? 

Mr.  McNairy.  I  want  to  get  in  the  record  that  I  don't  think  it 
is  that  much,  but  if  vou  want  to  call  it  580,  all  right,  sir. 

The  Chairman.  We  will  give  you  the  privilege  of  putting  in  the 
correct  figure. 
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Mr.  McNairy.  That  is  fine.    I  am  having  that  prepared. 

Mr.  Fulton.  I  was  trying  to  ascertain  how  much  it  was.  I  don't 
see  how  it  could  be  that  much. 

Mr!  McNairy.  I  don't  either. 

Mr.  Fulton.  Do  you  rent  a  lot  of  equipment  on  other  camp  proj- 
ects? 

Mr.  McNairy.  No,  sir;  not  on  other  camp  projects.  We  rented 
equipment  an  other  projects.     This  doesn't  represent  just  Fort  Bragg. 

Mr.  Fulton.  As  I  understand  it,  you  bought  about  half  a  million 
dollars  worth  of  equipment  for  Fort  Bragg.  How  much  did  you 
buy  for  other  places? 

Mr.  McNairy.  That  I  can't  tell  you,  sir,  right  off  the  bat,  but  I  can 
get  it  for  you. 

Mr.  Fulton.  Is  it  a  large  amount,  Mr.  McNairy? 

Mr.  McNairy.  Yes ;  a  very  large  amount  because  we  have  to  replace 
all  of  our  equipment  you  have  taken  away  from  us.  You  see,  we  are 
still  in  the  contracting  business  and  the  only  way  in  the  world  we  can 
be  in  the  contracting  business  is  to  get  more  equipment,  and  we  have 
probably  bought  here,  oh,  I  would  say  at  least  three  or  four  hundred 
thousand  dollars  worth  of  equipment  more  than  we  have  furnished  to 
Fort  Bragg.  Part  of  this  has  been  recaptured.  The  Fort  Bragg 
stuff  has  been  recaptured.  They  started  recapturing  it  back  in  the 
early  spring — some  of  the  trucks  and  stuff — but  a  lot  of  it  still  has 
not  been.  That  is  the  reason  that  account  is  rather  confused,  but 
as  of  the  31st,  the  War  Department  will  have  to  recapture  or  release 
and  they  have  indicated  they  are  going  to  recapture  all  our  equip- 
ment because  that  is  the  end  of  the  contract,  and  right  after  that  we 
can  tell  exactly  what  went  into  Fort  Bragg. 

Mr.  Fulton,  Then  I  take  it  part  of  the  profit  was  made  on  equip- 
ment used  on  other  projects  than  Fort  Bragg. 

Mr.  McNairy.  Yes,  indeed. 

Mr.  Fulton.  But  even  so,  that  would  be  a  very  high  profit,  and  I 
don't  see  how  you  can  make  such  a  profit. 

Mr.  McNairy.  I  say  I  don't  think  it  can  be  that  much. 

The  Chairman  We  will  let  you  put  the  correct  figures  in  the  record. 

Mr.  Fulton.  In  buying  equipment,  I  notice  you  bought  equipment 
at  lesser  prices  than  you  set  up  the  values.  Can  you  tell  us  why 
that  was  done  ? 

Mr.  McNairy.  We  set  up  values — you  are  talking  about  trucks  ? 

Mr.  Fulton.  The  International  trucks. 

Mr.  McNairy.  The  resale  list  price  we  used  as  a  fair  value. 

Mr.  Fulton.  Seventeen  hundred  eighty  dollars. 

Mr.  McNairy.  That  is  correct. 

Senator  Brewster.  If  you  were  dealing  with  anybody  else,  that  is 
all  right,  but  when  you  were  dealing  with  yourself  as  an  agent  of 
the  Government,  it  presents  a  little  different  question. 

Mr.  McNairy.  I  had  to  deal  with  myself  to  start  with.  The  equip- 
ment the  T.  A.  Loving  Co.  actually  owned  we  valuated  on  the  same 
basis. 

Mr.  Fulton.  You  mean  you  valuated  the  used  equipment  on  a 
basis  higher  than  your  cost  ? 
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Mr.  McNairy.  No,  sir ;  I  did  not  say  that.  I  said  that  the  valua- 
tion of  an  International  truck,  the  one  you  mention  there — if  you 
will  call  out  the  number,  we  can  identify  it. 

Mr.  Fulton.  There  were  a  couple  of  dozen.  Take  L-l,  1941, 
International  2-ton  dump  truck,  purchased  new,  the  valuation  $1,787 
and  your  cost  $1,481. 

Mr.  McNairy.  Now,  what  I  said  is  this,  that  if  T.  A.  Loving  Co. 
owned  the  truck  and  if  that  truck  was  put  on  the  job  prior  to  the 
transfer  to  the  Equipment  Co.,  we  used  $1,784,  or  the  figure  that  you 
mentioned,  as  valuation  for  T.  A.  Loving  Co.  The  Equipment  Co. 
comes  along  and  buys  a  similar  truck  and  we  use  the  same  valuation 
for  the  Equipment  Co.,  or  a  third  party.  The  valuation  of  the  truck 
doesn't  vary,  regardless  of  who  owns  it.  This  is  valuation,  not  cost. 
We  didn't  buy  it  for  the  Government.  We  rented  it  to  the  Govern- 
ment, and  when  T.  A.  Loving  Co.  did  it,  we  had  no  conception  that 
it  would  be  recaptured  or  it  could  be  considered  that  we  were  pur- 
chasing it  for  the  Government. 

Mr.  Fulton.  That  value  is  furnished  to  the  Government  for  the 
purpose  of  setting  up  that  recapture  clause. 

Mr.  McNairy.  That  is  correct,  sir,  and  I  think  it  is  a  fair  value — 
the  retail  list  price.     You  may  not,  I  don't  know. 

Mr.  Fulton.  Although  it  was  $306  more  than  you  paid  for  it  ? 
Mr.  McNairy.  Absolutely,  yes. 

Mr.  Fulton.  And  added  to  that  the  Government  paid  you  not  only 
jour  recapture  value  but  it  paid  you  1  percent  for  each  month  the 
equipment  was  there. 

Mr.  McNairy.  They  didn't  have  to.  I  would  like  to  have  it  back  and 
let  them  have  the  rent. 

Mr.  Fulton.  But  the  result  of  that  was  that  you  got  $377  more  than 
you  paid  for  the  truck. 

Mr.  McNairy.  I  figure  it  was  approximately  that,  somewhere  around 
that. 

Senator  Brewster.  Was    this,    did    you    say,    gone    over    pretty 
thoroughly  with  your  constructing  quartermaster  there? 
Mr.  McNairy.  In  detail. 

Senator  Brewster.  He  knew  that  you  were  getting  this  possible 
profit  ? 

Mr.  McNairy.  As  to  cost,  no  sir ;  I  didn't  discuss  costs  with  him  at 
all.  .We  arrived  at  a  fair  valuation  of  it.  We  arrived  at  the  valua- 
tion to  be  set  up. 

Senator  Brewster.  Was  he  aware  of  the  fact  that  you  were  buying 
il  for  quite  a  little  less  than  that  ? 

Mr.  McNairy.  I  don't  know  to  what  extent  he  was  aware  of  that. 
He  was  bound  to  know  T.  A.  Loving  Co.  paid  cash  for  everything  they 
bought  and  were  bound  to  get  some  discounts  for  cash,  and  in  the 
volume  of  business  we  do,  we  are  bound  to  get  some  certain  contractors' 
discounts. 

Senator  Brewster.  If  this  were  purely  an  agency  agreement,  you 
would  recognize  that  the  Government  should  have  the  benefit. 

Mr.  McNairy.  If  I  were  buying  this  truck  for  the  Government,  I 
would  only  ask  the  Government  for  reimbursement  on  the  $1,200,  what- 
ever the  figure  is,  our  cash  outlay. 

311932 — 41 — pt.  6 14 
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Senator  Brewster.  Seventy  percent  of  the  Equipment  Co.'s  busi- 
ness was  done  with  the  Government,  wasn't  it  ? 

Mr.  McNairy.  No.    Well,  yes;  that  is  up  to  the  present  time. 

Senator  Brewster.  So  that  for  all  practical  purposes,  this  was  oper- 
ating for  the  Government.  Did  you  have  any  officials  of  the  Equip- 
ment Co.  outside  of  your  own  concern  ? 

Mr.  McNairy.  No,  sir. 

Senator  Brewster.  So  that  you  were  the  representative  of  the  con- 
ern  on  the  job,  weren't  you? 

Mr.  McNairy.  Yes,  sir. 

Senator  Brewster.  And  doing  both  jobs,  you  weren't  paid  by  the 
Government  ? 

Mr.  McNairy.  No,  sir. 

Senator  Brewster.  In  other  words,  you  were  supposed  to  be  the  full- 
time  representative  of  the  Loving  concern  on  this  job,  looking  after 
the  construction  of  this  job  for  the  Government  ? 

Mr.  McNairy.  There  was  no  requirement  as  to  my  time.  I  did  fur- 
nish all  of  my  time. 

Senator  Brewster.  Didn't  your  contract  stipulate  there  should  be 
one  full-time  man  on  the  job? 

Mr.  McNairy.  I  was  not  the  project  manager.  The  project  man- 
ager was  another  person,  but  I  stayed  there  in  addition  to  him. 

Senator  Brewster.  Was  the  project  manager  paid  by  the  Govern- 
ment ? 

Mr.  McNairy.  He  was  paid  by  the  Government ;  yes,  sir. 

Senator  Brewster.  In  most  of  these  contracts  I  have  seen  there  is 
a  stipulation  that  the  contractor  shall  have  one  full-time  executive  on 
the  job.     Wasn't  that  it? 

Mr.  McNairy.  I  don't  think  ours  covers  that.  I  don't  remember 
seeing  it. 

Senator  Brewster.  That  was  in  the  contract  for  the  Blanding  job. 

Mr.  Fulton.  I  don't  think  the  contract  provided  that,  the  negotia- 
tions provided  it;  but  in  theory  they  should  provide  not  only  one 
but  as  many  as  are  necessary. 

Mr.  McNairy.  I  think  the  engineer-architect  contract  provides 
for  that,  but  I  don't  think  the  general  contract  provides  for  that. 

Senator  Brewster.  You  mean  to  say  as  far  as  the  contract  is  con- 
cerned your  project  manager  was  the  only  one  that  needed  to  be 
furnished  ? 

Mr.  McNairy.  Will  you  repeat  that,  sir  ? 

Senator  Brewster.  That  as  far  as  your  contract  was  concerned, 
you  could  have  fulfilled  it  by  simply  furnishing  a  project  manager, 
paid  by  the  Government 

Mr.  McNairy  (interposing).  And  giving  the  necessary  supervision 
to  the  job  that  we  thought  necessary  or  that  the  Government  thought 
necessary:  I  think  that  was  definitely  implied,  but  as  far  as  the 
contract  was  concerned,  it  doesn't  require  that  I  stay  there  1  hour 
or  10. 

Senator  Brewster.  We  have  tried  in  these  various  projects  we 
have  gone  into  to  find  out  what  the  contractor  was  to  furnish  for 
his  fee,  and  I  thought  we  reduced  it  down  to  a  minimum  that  he 
at  least  would  have  to  have  one  full-time  executive  on  the  job  look- 
ing after  the  thing,  and  now,  according  to  you,  we  didn't  get  that. 
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Mr.  McNairy.  You  did  get  that,  and  in  addition  to  that  you  had 
around  50  percent  of  the  services  of  the  other  officers. 

Senator  Brewster.  I  gather  that  was  a  gratuity  to  the  Govern- 
ment on  your  part.     You  didn't  have  to  furnish  it. 

Mr.  McNairy.  No  ;  it  was  not.  I  think  it  was  necessary,  and  we 
never  felt  for  a  minute  that  it  was  a  gratuity  or  that  we  were  doing  any- 
thing more,  than  we  were  called  upon  to  do  or  we  felt  was  necessary 
to  do,  and  if  they  had  required  more  than  that  we  would  be  glad 
to  do  it  without  thinking  of  it  as  a  gratuity.  We  didn't  have  that 
conception. 

Senator  Brewster.  I  didn't  mean  you  hadn't  fulfilled  your  obliga- 
tion. The  difficulty  I  had  was  where  you  were  doing  this  job  which 
you  recognized  was  a  considerable  responsibility,  you  were  on  the 
side  making  some  considerable  profits,  and  you  arejiot  clear  whether 
or  not  the  representative  of  the  Government  was  aware  of  the  extent 
of  those  profits  or  not.  You  see  the  kind  of  complicated  situation 
that  is  presented. 

Mr.  McNairy.  May  I  make  this  statement?  I  did  not  run  the 
Equipment  Co.,  but  I  did  sign  the  rental  agreements  and  things  of  that 
kind,  which  took  up  but  a  very  short  part  of  my  time  away  from  the 
services  of  running  the  contracts.  I  did  not  attempt  to  run  that. 
I  didn't  mean  to  imply  that  I  was  running  the  Equipment  Co.,  be- 
cause the  offices  and  warehouses  and  everything  else  are  in  Golds- 
boro.  Are  the  actual  words  here  that  I  shall  spend  so  many  hours 
or  so  many  days?  I  don't  think  it  is  in  here.  I  have  never  seen  it. 
But  I  do  think  the  contract  clearly  covers  the  services  of  the  contractor 
and  all  of  his  officers. 

Senator  Brewster.  The  executives  of  the  company  ? 

Mr.  McNairy.  Without  reimbursement. 

Senator  Brewster.  I  wasn't  raising  the  question  about  the  amount 
of  time  you  r>ut  in  on  either  job.  The  point  was  the  dual  function 
you  were  fulfilling,  you  see,  of  running  this  job  for  the  Government  for 
a  fee  approaching  a  half  million  dollars  and  at  the  same  time  running 
a  private  concern  which  was  making  substantial  profits  out  of  the 
Government  at  the  same  time.  That  is  a  complicated  thing.  If  the 
Government  representatives  were  fully  advised  of  this  whole  thing, 
the  responsibility  might  well  rest  on  the  Government,  but  if  the  Gov- 
ernment representatives  were  not  fully  advised,  as  you  may  conceive, 
it  presents  problems. 

Mr.  McNairy.  I  think  definitely,  at  least  in  my  own  mind,  there 
would  be  no  thought  but  that  the  Quartermaster  and  everybody  else 
who  was  interested  were  thoroughly  advised.  I  think  there  wasn't 
anything  that  everybody  didn't  know  exactly.  We  owned  the  Equip- 
ment Co.,  which  was  a  subsidiary  of  the  T.  A.  Loving  &  Co.  and 
owned  by  the  same  officers  and,  as  far  as  groups  were  concerned,  in 
the  same  proportions,  and  it  was  the  equipment  part  of  the  T.  A. 
Loving  &  Co.,  in  effect. 

Senator  Brewster.  I  think  you  make  a  very  dangerous  admission 
there. 

Mr.  McNairy.  The  purpose  of  organizing  it  was  to  take  over  the 
equipment  of  T.  A.  Loving  &  Co. 

Senator  Brewster.  When  the  Government  was  paying  you  a  half 
million  dollars  to  run  this  job,  I  think  that  the  Government  ought 
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to  have  had  the  full  benefit  of  your  services  and  your  agencies,  your 
subsidiaries  and  your  employees,  as  far  as  this  job  was  concerned. 
If  you  had  a  company  or  an  officer  who  was  doing  something  outside, 
making  some  money,  all  right;  but  as  far  as  this  job  was  concerned, 
when  we  paid  you  a  half  million  dollars,  I  think  we  ought  to  have 
had  the  full  benefit  of  your  whole  outfit. 

Mr.  McNairt.  If  we  had  changed,  if  there  had  never  been  an 
Equipment  Co.,  and  the  T.  A.  Loving  &  Co.  had  furnished  the  Gov- 
ernment every  bit  of  the  equipment  that  T.  A.  Loving  &  Co.  and  the 
Equipment  Co.  furnished  the  Government,  it  wouldn't  have  meant 
a  minute's  difference  in  my  time  and  services,  and  it  wouldn't  have 
meant  a  penny's  difference  to  the  Government  as  to  the  cost  of  the 
equipment  that  they  secured — not  one  iota  in  time  or  cost  to  the 
Government.    I  can't  see  it. 

Senator  Brewster.  I  think  in  that  event,  if  T.  A.  Loving  &  Co.  had 
handled  all  this  equipment  as  their  own,  you  clearly  wouldn't  have 
been  entitled  to  charge  anything  more  than  cost. 

Mr.  McNairy.  Why,  sir?  I  am  not  entitled  to  charge  the  Gov- 
ernment anything  more  than  cost  for  purchases  that  I  make  for  the 
Government,  but  when  I  rent  the  equipment,  my  contract  tells  me 
that  I  am. 

Senator  Brewster.  Why  do  you  distinguish  between  rental  and 
purchase  ? 

Mr.  McNairy.  There  is  a  gamble  in  the  rental  of  the  equipment. 
You  have  a  right  to  recapture.  We  don't  need  two-hundred-ancl-some- 
odd  trucks  in  our  business,  but  if  we  go  out  and  rent  two-hundred-and- 
some-odd  trucks  tomorrow,  when  the  emergency  would  cease,  you  have 
the  right  to  cancel  our  contract,  and  we  would  be  left  high  and  dry 
with  two-hundred-and-some-odd  trucks.  You  can  imagine  what  would 
happen.  We  would  go  busted  before  we  could  ever  get  closed  up, 
because  they  would  be  second-hand  trucks.  You  wouldn't  have  paid 
me  enough  money.  In  other  words,  if  I  hadn't  used  them  but  a  week, 
they  still  would  have  been  second-hand  trucks  and  you  would  have  paid 
me  1  week's  rental  on  them,  and  would  have  my  yard  full  of  equipment. 

The  Chairman.  You  might  use  the  same  argument  on  the  employ- 
ment of  labor.  You  had  a  yard  full  of  labor  and  all  the  rest  of  the 
stuff. 

Mr.  McNairy.  I  would  stop  paying  the  labor,  sir.  I  couldn't  stop 
paying  for  my  equipment. 

The  Chairman.  But  you  had  just  as  much  right  to  a  large  profit 
on  the  labor  as  you  had  on  the  equipment. 

Mr.  McNairy.  I  think  my  contract  states  clearly  about  that.  My 
contract  states  that  I  am  to  be  reimbursed  for  cost  for  labor.  It  says 
I  shall  be  reimbursed  for  cost  for  material,  and  it  says  I  shall  be  paid 
the  rates  of  rentals  charged  in  the  particular  territory  in  which  the 
work  is  being  performed. 

Senator  Brewster.  For  equipment. 

Mr.  McNairy.  Yes,  sir.  It  says  so  in  the  contract.  I  may  not  be  a 
lawyer  and  may  not  know  the  legal  end. 

Mr.  Fulton.  In  negotiating  that  contract,  Mr.  Loving  has  answered 
that  he  felt  it  was  at  least  equitable  as  to  the  ownership  expense  rates 
of  that  associated  general  contractor's  schedule,  and  doesn't  that  mean 
that  the  underlying  theory  was  that  the  contractor  would  charge  for 
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rental  rates  so  that  he  would  obtain  his  expense  for  his  equipment 
and  not  a  profit  ?    Isn't  that  the  underlying  theory  ? 

Mr.  McNairt.  May  I  bring  out  something  else  ? 

The  Chairman.  I  want  to  ask  Captain  Richardson  a  question.  Did 
you  understand  that  there  was  to  be  a  profit  in  the  rental  of  this 
machinery  to  the  contractors  who  were  building  these  camps? 

Captain  Richardson.1  No,  sir;  I  understand  that  it  was  not  the 
intent  of  the  Government  for  the  contractors  to  make  profit  on  the 
construction  equipment  they  owned  and  furnished  to  fixed-fee  projects. 

The  Chairman.  Just  the  same  as  labor  and  other  materials. 

Captain  Richardson.  That  is  right. 

Mr.  Fulton.  In  other  words,  you  made  a  distinction,  Captain  Rich- 
ardson, between  equipment  owned  by  the  contractor  and  furnished  to 
the  Government  and  equipment  rented  by  the  contractor  from  people 
who  rented  equipment  and  didn't  get  a  fixed  fee. 

Captain  Richardson.  We  then  established  our  own  schedules  of 
rentals  in  the  Quartermaster  Corps,  as  I  stated  yesterday. 

Mr.  Fulton.  But  you  did  have  the  distinction  between  the  con- 
tractor-owned equipment  and  the  third  party-owned  equipment. 

Captain  Richardson.  Absolutely.  We  had  a  form  approved  by  the 
Secretary  of  War  for  that  purpose,  and  all  contracts  in  which  the 
third  party  owned  the  equipment  were  executed  on  that  particular 
form.  The  third  party  rented  on  the  schedule  rates  on  competitive 
bids  just  that  way. 

Mr.  Fulton.  In  going  over  these  particular  matters  as  to  Fort 
Bragg,  did  you  know  that  the  Equipment  Co.  was  a  contractor-owned 
company  or  was  affiliated  with  the  contractor  ? 

Captain  Richardson.  I  think  I  can  give  you  the  exact  date  of  that, 
if  I  may  look  in  my  file.2 

Mr.  McNairy.  I  would  like  to  make  a  statement  in  connection  with 
this  profit.  I  made  this  statement  before.  This  profit  is  due  to  the  fact 
that  you  recapture  the  equipment.  During  the  depression  years  Mr. 
Loving  bought  a  tremendous  amount  of  equipment  at  a  very  low 
price. 

The  Chairman.  It  doesn't  make  any  difference  what  the  profit  is 
due  to.  My  contention  is  that  you  were  an  agent  of  the  Government, 
that  you  didn't  have  any  more  right  to  make  a  tremendous  profit  on 
this  machinery  contract  than  you  had  to  make  on  labor  contract  or 
any  other  contract  for  which  you  were  responsible  to  the  Govern- 
ment, and  I  think  that  the  captain  has  very  clearly  stated  the  case  that 
the  War  Department  did  not  anticipate  the  contractor's  renting  equip- 
ment to  the  Government  for  use  on  his  own  job  and  charging  the 
Government  a  profit  on  that  equipment.  I  don't  care  how  the  profit 
was  made,  I  don't  think  it  Avas  justified. 

Mr.  Fulton.  What  was  the  name 

Mr.  McNairy  (interposing).  May  I  finish  the  statement? 

The  Chairman.  Surely. 

Mr.  McNairy.  In  one  particular  instance  we  bought  on  sale  for  $250 
equipment  which  I  don't  think  anybody  would  value  at  less  than  ten 
or  twelve  thousand  dollars.    We  carried  that  equipment  on  our  books — 

1  R.  L.  Richardson,  Quartermaster  Corps,  United  States  Army,  whose  testimony  appears 
on  pp.  1665-1696,  supra,  and  pp.  1731-1747,  infra. 

2  June  27,  1941,  see  infra,  p.  1718. 
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this  lump-sum  group  of  equipment — straight  through  at  $250.  When 
we  go  out  to  rent  equipment,  should  we  take  this  $10,000  worth  of 
equipment — I  don't  think  anybody  would  say  it  was  worth  less  than 
$10,000 — and  tell  the  Government  that  we  will  rent  it  to  them  for 
$250,  with  a  recapture  clause  at  $250?  The  equipment  was  set  up  at 
a  fair  evaluation.  The  books  show  it  was  worth,  we  will  say,  $250. 
and  a  fair  evaluation  is  $10,000.  When  you  recapture  it  at  $10,000, 
it  shows  a  book  profit  on  that  particular  item,  but  that  transaction 
might  have  happened  2  or  3  years  ago.  We  didn't  go  out  and  buy 
second-hand  equipment.  I  think  Captain  Richardson  will  agree  with 
me  that  he  didn't  find  anybody  that  bought  second-hand  equipment. 

Captain  Richardson.  I  don't  think  any  person  would  buy  used 
equipment  unless  he  thought  he  had  an  original  bargain  or  was  buying 
it  for  less  than  its  actual  worth. 

That  date  was  June  27, 1941.  It  was  reported  by  Captain  Stoltz,  of 
the  zone  constructing  quartermaster's  office  at  Atlanta,  Ga.,  and  it  is 
under  the  jurisdiction  of  that  zone. 

Senator  Brewster.  That  was  the  first  time  it  came  to  your  attention 
at  the  central  office  ? 

Captain  Richardson.  My  central  office  here ;  yes,  sir. 

Senator  Brewster.  I  think  I  can  appreciate  how  all  these  situations 
developed  in  the  new  ground  we  were  all  moving  into  in  this  field, 
and  from  the  very  excellent  reputation  which  your  concern  and  asso- 
ciates have  enjoyed,  I  am  sorry  that  the  thing  has  developed  just  as  it 
has,  although  I  can  appreciate  how  you  acted  in  the  best  of  faith  in 
the  matter.  But  it  does  present  an  awkward  situation,  1  think,  when 
you  look  now  back  at  the  net  result  of  this  situation.  Hindsight  is 
perhaps  easier  than  foresight,  but  I  think  if  the  Government  or  anyone 
else  could  have  anticipated  how  this  thing  was  going  to  eventuate,  they 
would  have  felt  that  the  possible  profits  of  a  million  dollars,  which 
seems  to  be  indicated  here  instead  of  a  half  million,  were  getting  into  a 
good  deal  of  money  for  the  job. 

Mr.  McNairy.  I  have  nothing,  sir,  to  say  in  connection  with  that. 
The  only  thing  more  that  I  can  say  is  that  everything  we  have  done  is 
absolutely  clear  and  aboveboard.  We  haven't  tried  any  subterfuges 
or  anything  like  that. 

The  Chairman.  We  are  not  accusing  you  of  that. 

Mr.  McNairy.  Anything  that  has  developed  might  have  developed 
exactly  the  opposite  way.  They  could  have.  If  you  had  canceled  our 
contract,  we  would  have  stood  a  heck  of  a  loss.  You  don't  believe  the 
committee  or  the  War  Department  would  have  been  any  too  anxious 
to  reimburse  us  for  it. 

Senator  Brewster.  It  is  one  of  those  things. 

Mr.  Fulton.  In  fairness  to  equipment  renters,  that  is  one  of  the 
troubles  with  the  particular  arrangement  the  Government  had.  You 
had  no  guaranty  of  even  the  use  of  this  equipment  by  the  Government 
on  this  particular  job. 

Mr.  McNairy.  No,  sir. 

Mr.  Fulton.  And  if  you  were  expected  to  go  out  and  invest  a  half 
million  dollars  or  more  in  new  equipment  for  this  job,  with  the  Gov- 
ernment's having  the  right  to  continue  you  as  contractors  on  the  job, 
but  to  put  someone  else's  equipment  on  the  next  day,  it  would  put  quite 
a  risk  on  you  that  perhaps  is  reflected  in  your  rental  rates  that  you  set 
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up  for  the  Government,  because  usually  if  you  ask  for  a  risk  to  be  as- 
sumed, the  person  assuming  it  has  to  be  compensated  for  that  risk. 

Mr.  McNairy.  I.  don't  think  you  will  find  that  as  much  profit  has 
been  made  in  the  rental  rates  as  you  seem  to  imply,  because  they  were 
less  than  any  other  rental  rates. 

Mr.  Fulton.  You  keep  telling  us  you  would  much  rather  have  me 
equipment. 

Mr.  McNairy.  I  had.  The  value  is  still  in  them.  The  value  is 
still  in  that  equipment,  sir,  and  I  can't  get  new  equipment. 

Senator  Brewster.  That,  of  course,  refutes  your  suggestion  that 
you  are  taking  a  risk. 

Mr.  McNairy.  What  did  you  say  ? 

Senator  Brewster.  That  refutes  your  suggestion  that  you  were  tak- 
ing a  risk  in  the  Government's  possibly  not  recapturing.  Now  you 
say  you  prefer  that  they  don't.  I  thought  the  reason  you  justified  this 
profit  was  that  you  were  taking  the  hazard  of  a  loss. 

Mr.  McNairy.  I  mean  equipment.  I  am  willing  to  pay  more.  If 
Captain  Richardson  wants  equipment,  he  can't  get  it,  and  I  am 
willing  to  pay  more  than  the  Government  paid  me  for  this  equip- 
ment for  the  use  of  it. 

Mr.  Fulton.  For  the  use  of  it  on  another  Government  project? 

Mr.  McNairy.  Sir,  we  have  several  contracts  that  are  not  Govern- 
ment contracts,  and  we  are  out  in  competitive  bidding  every  day. 

Mr.  Fulton.  I  think  you  got  a  new  contract  from  the  Government 
the  other  day. 

Mr.  McNairy.  Yes,  sir ;  we  hope  to  get  more. 

Mr.  Fulton.  That  contract  was  for  $16,000,000  or  something  more 
than  that,  wasn't  it? 

Mr.  McNairy.  The  contract  that  you  speak  of  ? 

Mr.  Fulton.  Yes. 

Mr.  McNairy.  I  think  it  was  possibly  $14,000,000. 

Mr.  Fulton.  For  what  project  ? 

Mr.  McNairy.  For  the  Navy  Department,  Bureau  of  Yards  and 
Docks,  for  the  Marine  Air  Base  on  the  Neuse  River,  below  New  Bern, 
N.  C. 

Mr.  Fulton.  Is  that  a  cost-plus  project? 

Mr.  McNairy.  Cost-plus  fixed  fee. 

Mr.  Fulton.  What  is  the  fixed  fee  ? 

Mr.  McNairy.  $410,000. 

Senator  Brewster.  Is  there  any  stipulation  about  equipment? 

Mr.  McNairy.,  There  are  two  pages  of  stipulations.  It  is  entirely 
different  from  this  set-up.  They  specifically  state  that  the  equip- 
ment— I  had  better  read  that  to  you.  We  just  copied  that  out  of  our 
contract  day  before  yesterday. 

(Five-minute  recess.) 

Mr.  Fulton.  Mr.  McNairy,  I  note  that  in  the  case  of  the  Navy, 
there  is  an  express  provision  in  here  that,  as  to  equipment  owned 
or  controlled  by  the  contractor,  you  should  not  be  allowed  a  profit. 

Mr.  McNairy.  That  is  correct. 

Mr.  Fulton.  When  you  refer  to  such  equipment  so  owned  or  con- 
trolled by  the  contractors,  you  mean  to  include  the  equipment  owned 
by  the  Equipment  Co.,  do  you  not? 

Mr.  McNairy.  Yes,  sir. 


1720       INVESTIGATION  OF   THE  NATIONAL  DEFENSE   PROGRAM 

Mr.  Fulton.  What  is  the  name  of  the  equipment  company? 

Mr.  McNairy.  The  Equipment  Co. 

Mr.  Fulton.  And  you  wouldn't  claim,  for  example,  exemption 
from  this  article  7  on  the  theory  of  separate  identity  of  those  two 
companies  ? 

Mr.  McNairy.  In  our  application  for  this  job,  in  the  list  we  filed, 
we  listed  the  Equipment  Co.  as  being  controlled  by  T.  A.  Loving 
Co.     That  is  on  record  in  the  Navy  Department. 

The  Chairman.  Will  you  put  this  stipulation  in  the  record? 
(The  document  referred  to  was  marked  "Exhibit  No.  93"  and  ap- 
pears in  the  appendix  on  p.  1912.) 

Mr.  Fulton.  In  addition  to  that  job,  you  had,  I  believe,  some  hous- 
ing contracts,  did  you  not  ? 

Mr.  McNairy.  That  is  correct,  sir. 

Mr.  Fulton.  What  would  you  estimate  the  total  to  be  of  your  busi- 
ness with  the  Government,  including  the  Bragg  and  the  new  naval 
project? 

Mr.  McNairy.  Well,  we  have  the  Bragg  contract,  amounting  to 
$39,000,000.  That  was  the  project,  The  actual  construction  was  ap- 
proximately $37,000,000.  And  this  project  is  about  $14,000,000.  And 
th  Wilmington  projects,  I  think,  are  approximately  $1,800,000.  Ap- 
proximately fifty-two  or  fifty-three  million  dollars. 

Mr.  Fulton.  Including  the  Navy  project  ? 

Mr.  McNairy.  Including  the  Fort  Bragg  job,  which  has  been  com- 
pleted; and  the  Navy  job,  which  has  not  been  started;  and  including 
the  Wilmington  projects. 

Mr.  Fulton.  Does  that  include  any  projects  that  have  been  com- 
pleted ? 

Mr.  McNairy.  Nothing,  except  the  Fort  Bragg  project.  That  is 
all  you  asked  about — the  three  projects. 

Mr.  Fulton.  Then  something  over  $50,000,000? 

Mr.  McNairy.  Yes,  sir. 

Mr.  Fulton.  How  does  that  compare  with  the  bulk  of  the  business 
that  you  had  before  you  got  these  Government  contracts,  in  1938 
and  1939? 

Mr.  McNairy.  For  1938  to  1939,  you  have  the  figures  there,  For 
the  last  year  I  think  probably  10  times  greater  than  what  we  did  in 
1939,  before  we  got  the  Fort  Bragg  job. 

Mr.  Fulton.  And  you  did  even  less  business  in  1938. 

Mr.  McNairy.  Before,  yes.  The  further  back  you  go,  the  smaller 
business  you  get,  because  we  were  only  incorporated  in  1937. 

Mr.  Fulton.  Did  you  hire  any  intermediary  or  representatives  of 
any  kind? 

Mr.  McNairy.  Nothing  except  our  regular  representatives. 

Mr.  Fulton.  And  did  any  of  those  regular  representatives  have 
any  Army  connection? 

Mr.  McNairy.  Our  attorney  here  was  Gen.  Albert  L.  Cox,  who 
had  been  our  attorney  for  about  10  or  12  years,  and  we  prepared  the 
first  submission  to  the  War  Department  and  Navy  in  his  office  and, 
I  think,  it  was  on  his  stationery,  if  I  am  not  mistaken,  when  we  sub- 
mitted it  to  the  War  Department. 
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RECAPTURE  EVALUATION  OF  EQUIPMENT 

Mr.  Fulton.  Of  course,  we  have  been  asking  you  about  the  equip- 
ment that  you  bought  and  rented  to  the  Government  under  recapture 
valuation  in  excess  of  what  you  paid  for  it.  I  suppose  it  is  only  fair 
to  your  company  to  refer  to  the  other  principal  acquiring  equipment 
for  Fort  Bragg — E.  W.  Graniss — and  I  note  in  their  letter  to  the 
committee,  that  they  adopted  the  same  practice.  Were  you  aware 
that  the  other  equipment  company  was  valuing  the  equipment  at 
more  than  its  cost  ? 

Mr.  McNairy.  We  used  the  same,  I  think,  for  International  trucks, 
which  you  brought  out.  I  am  positive  he  used  the  same  figure  for 
the  same  model  and  year  International  truck  in  its  evalution  that 
T.  A.  Loving  used.  I  don't  know  what  his  discounts  were.  I  don't 
believe  they  were  as  much  as  mine.  I  am  sure  that  he  is  a  responsible 
contractor,  has  a  lot  of  money,  and  I  am  sure  he  paid  cash  and  should 
have  got  his  cash  discount.  Whether  he  took  advantage  of  those,  I 
have  no  idea. 

Mr.  Fulton.  That  is  a  Fayetteville  concern. 

Mr.  McNairy.  Yes,  sir. 

Mr.  Fulton.  Did  you  have  any  talk  with  any  of  them  concerning 
this  question? 

Mr.  McNairy.  Of  cost  ? 

Mr.  Fulton.  Of  cost  and  evaluation. 

Mr.  McNairy.  No,  sir ;  I  didn't. 

Mr.  Fulton.  Did  you  discuss  with  him  the  evaluation  of  it? 

Mr.  McNairy.  Evaluation  ?     Yes,  sir. 

Mr.  Fulton.  And  what  was  the  substance  of  that  ? 

Mr.  McNairy.  The  substance  was  I  told  him  that  the  evaluation 
on  a  piece  of  new  equipment  could  not  exceed  its  retail  list  price,  and 
so  he  put  it  at  that. 

Mr.  Fulton.  Did  he  talk  about  whether  it  might  be  less  than  that  ? 

Mr.  McNairy.  I  don't  think  he  wanted  to  take  it  at  that,  sir. 

Mr.  Fulton.  I  notice  here  on  a  motor  grader,  for  example,  that 
he  paid  $4,000  for  it  and  put  in  a  recapture  value  of  $5,750,  which 
was  43  percent  more  than  the  cost,  and  then  it  was  actually  a  grader, 
though,  that  had  a  retail  price  higher  than  that — $6,505.  Did  you 
know  that  particular  piece  of  equipment  ? 

Mr.  McNairy.  I  went  over  every  one  of  them.  I  don't  know  that 
particular  one,  there  were  so  many  pieces.  But  I  am  familiar  with 
every  piece  of  equipment  that  came  on  the  job  at  one  time,,  when  we 
actually  came  on  the  job  or  when  we  negotiated  for  it,  when  we 
all  cast  bids  for  it  and  got  the  approval  of  the  constructing  quarter- 
master to  rent  it  and  put  it  on  the  job.  I  don't  remember  individual 
items  now. 

Senator  Brewster.  You  have  accepted  this  Navy  job  on  quite  a 
different  basis,  haven't  you  ? 

Mr.  McNairy.  Yes,  sir. 

Senator  Brewster.  You  feel  that  that  was  advantageous  to  you  ? 

Mr.  McNairy.  Yes,  sir. 
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Senator  Brewster.  And  you  will  plan  to  protect  the  Government 
as  far  as  possible  on  costs  of  this  character  in  dealing  with  outside 
concerns,  I  assume? 

Mr.  McNairy.  Yes,  sir. 

Senator  Brewster.  But  if  you  are  able  to  stipulate  recapture  at  the 
cost  rather  than  at  the  retail  price,  it  would  make  considerable  differ- 
ence to  the  Government. 

Mr.  McNairy.  There  is  no  recapture  clause  in  the  rental  contracts 
with  the  Navy  Department  unless  they  insert  them  at  the  time  of  the 
negotiation.    There  is  no  recapture  clause  in  our  contract. 

Senator  Brewster.  I  am  speaking  now  of  dealing  with  outside. 

Mr.  McNairy.  I  am  not  familiar  with  the  Navy  procedure.  We 
have  just  gotten  the  job.  If  they  have  third  party  agreements,  then 
we  will  carry  out  the  terms  of  the  third  party  agreement.  I  am  not 
familiar  with  what  they  do  now.    I  have  never  seen  one. 

Mr.  Fulton.  The  Grannis  schedule  shows  a  great  many  items  of 
that  kind. 

Mr.  McNairy.  I  suspect  so,  because  he  bought  up  most  of  the 
grading  equipment  in  the  past  5  or  6  years.  I  imagine  he  has  about 
the  largest  grading  equipment. 

Mr.  Fulton.  I  was  talking  about  new  equipment  which  he  bought 
in  1940  and  1941. 

Mr.  McNairy.  That  I  don't  remember,  because  I  didn't  ask  Mr. 
Graniss  his  cost. 

Mr.  Fulton.  The  International  trucks  look  about  the  same.  He 
has  a  value  of  $1,887,  and  he  paid  $1,438.  And  he  has  a  Ford  truck 
valued  at  $1,100  for  which  he  paid  $826,  and  a  Ford  truck  valued  at 
$1,300,  for  which  he  paid  $1,065,  so  the  practice,  at  least,  was  not 
confined  to  your  company. 

Mr.  McNairy.  I  would  say  definitely,  sir — that  is  what  he  called 
a  third-party  contract — that  Mr.  Grannis  in  almost  every  instance 
was  lower  than  any  other  equipment  dealer,  and  he  was  one  of  the 
people  who  had  the  equipment. 

The  Chairman.  Mr.  Roy  all,  will  you  be  seated  over  here?  You 
said  you  wanted  to  ask  Mr.  McNairy  some  questions. 

Mr.  Royall.  Yes,  sir;  I  would  like  to  ask  Mr.  McNairy  a  few 
questions  merely  for  the  purpose  of  possibly  clearing  up  his  position. 

The  Chairman.  Will  you  give  your  full  name  to  the  reporter? 

Mr.  Royall.  My  name  is  Kenneth  C.  Royall,  of  the  firm  of  Royall, 
Gosney,  &  Smith,  attorneys,  of  Raleigh  and  Goldsboro,  N.  C,  and 
in  this  hearing  I  am  here  as  counsel  for  the  T.  A.  Loving  &  Co. 

The  Chairman.  You  understand  this  is  an  unusual  procedure,  but 
we  are  extending  this  courtesy  to  you. 

Mr.  Royall.  I  realize  the  committee  is  showing  me  the  courtesy, 
and  I  appreciate  it.  The  only  purpose  is  to  try  to  make  clear  Mr. 
McNairy's  position,  if  I  can. 

Mr.  McNairy,  in  this  contract  which  you  entered  into  with  the 
United  States  Government  in  September  of  1940,  there  is  under  article 
2  a  provision  for  reimbursement  of  contractor's  expenditures.  Does 
that  require  you  to  get  reimbursement  only  for  the  actual  cost  of  the 
articles  mentioned  thereunder?  Is  that  right,  sir?  That  is  the  reim- 
bursable items  ? 
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Mr.  McNairy.  Repeat  the  last  part  of  the  question. 

Mr.  Royall.  Does  that  provide  that  you  get  merely  your  actual  costs 
for  those  reimbursable  items  ? 

Mr.  McNairy.  Yes,  sir. 

Mr.  Royall.  Those  items  include  labor,  materials,  and  certain  other 
enumerated  matters.    Is  that  correct,  sir  ? 

Mr.  McNairy.  That  is  correct. 

Mr.  Royall.  It  does  not  include  rental  of  equipment,  does  it  ? 

Mr.  McNairy.  No,  sir. 

Mr.  Royall.  Rental  of  equipment  is 'dealt  with  in  an  entirely  sepa- 
rate paragraph,  which  expressly  provides  that  the  contractor  can  rent, 
in  effect,  to  himself  equipment  on  the  job.    Is  that  correct,  sir? 

Mr.  McNairy.  That  is  correct, 

Mr.  Royall.  It  prescribes  the  method  by  which  that  rental  can  be 
determined. 

Mr.  McNairy.  That  is  correct. 

Mr.  Royall.  It  says  it  shall  be  at  rates  approved  by  the  contracting 
officer. 

Mr.  McNairy.  That  is  correct. 

Mr.  Royall.  As  I  understand  it,  the  equipment  which  T.  A.  Loving 
<&  Co.  rented  and  the  equipment  which  its  subsidiary  Equipment  Co. 
rented,  was  rented  as  contractor's  equipment  at  rates  approved  by 
the  contracting  officer.     Is  that  correct,  sir? 

Mr.  McNairy.  That  is  correct.  There  is  no  difference  whatsoever 
in  either  one  of  them. 

Mr.  Royall.  Those  rates  you  have  testified  in  total  correspond 
with  the  A.  G.  C.  bulletin? 

Mr.  McNairy.  That  is  right,  sir. 

Mr.  Royall.  And  that  was  the  one  referred  to  in  your  question- 
naire. 

Mr.  McNairy.  Yes,  sir. 

Mr.  Royall.  The  contract  also  expressly  deals  with  the  right  to  re- 
capture this  equipment,  does  it  not,  sir  ? 

Mr.  McNairy.  That  is  right. 

Mr.  Royall.  And  states  that  the  recaptures  shall  be  on  the  basis 
of  fair  value,  does  it  not? 

Mr.  McNairy.  That  is  right. 

Mr.  Royall.  And  you  fixed  and  agreed  with  the  contracting  officer 
upon  a  fair  value  which,  in  the  case  of  new  equipment,  was  equiv- 
alent to  the  retail  list  price. 

Mr.  McNairy.  Yes,  sir. 

Mr.  Royall.  Mr.  McNairy,  you  were  of  the  opinion  that  if  you 
complied  with  this  contract  and  the  provisions  relative  to  renting 
equipment  and  if  compliance  with  those  provisions  resulted  in  a 
profit,  you  were  entitled  to  that  profit? 

Mr.  McNairy.  Yes,  sir. 

Mr.  Royall.  That  is  still  your  position? 

Mr.  McNairy.  Yes,  sir ;  the  same  way  as  if  it  had  developed  a  loss, 
it  would  have  been  our  loss. 

Mr.  Royall.  That  is  what  I  was  going  to  say.  Could  there  have 
been  a  loss  under  the  rental  equipment  ? 

Mr.  McNairy.  Yes,  sir. 
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Mr.  Royall.  If  there  had  been  a  loss,  would  you  have  taken  the 
position  that  you  had  to  bear  the  loss  and  that  it  was  not  reimburs- 
able? 

Mr.  McNairy.  Yes. 

Mr.  Royall.  That  situation  could  not  have  arisen  as  to  the  items 
which  are  stated  to  be  reimbursable,  could  it,  sir  ? 

Mr.  McNairy.  That  is  right,  sir;  and  it  goes  further.  We  had  to 
taJse  the  profit  and  loss  in  the  operation  of  the  contract. 

Mr.  Royall.  In  the  Navy  contract,  it  expressly  states  that  equip- 
ment shall  be  put  in  at  cost. 

Mr.  McNairy.  That  is  right,  sir. 

Mr.  Royall.  Is  there  any  such  provision  in  this  Army  contract? 

Mr.  McNairy.  Not  that  I  know  of,  sir. 

'  Mr.  Royall.  There  is  one  other  activity  which  you  are  permitted, 
in  effect,  to  deal  with  yourself,  and  that  is  in  the  operation  of  a  com- 
missary.   Is  that  correct,  sir. 

Mr.  'McNairy.  Yes,  sir. 

Mr.  Royall.  As  to  that,  it  specifically  states  that  you  shall  oper- 
ate it,  as  far  as  possible,  without  profit  or  loss,  does  it  not? 

Mr.  McNairy.  Yes,  sir. 

Mr.  Royall.  Is  there  any  such  provision  in  the  contract  as  to  the 
rental  of  equipment? 

Mr.  McNairy.  No,  sir. 

Mr.  Royall.  I  believe  you  already  said  that  you  explained  to 
the  contracting  quartermaster  and  he  understood  fully  that  the 
Equipment  Co.  was  a  subsidiary  and  was  in  effect  the  same  company 
as  T.  A.  Loving  &  Co. 

Mr.  McNairy.  Yes,  sir. 

Mr.  Royall.  Is  it  customary  for  contracting  companies  to  own 
their  equipments  by  subsidiaries? 

Mr.  McNairy.  Yes;  most  of  them  do. 

Mr.  Royall.  Now,  Mr.  McNairy,  this  recapture  provision  was  in 
effect  an  option.    Is  that  correct,  sir? 

Mr.  McNairy.  That  is  right ;  an  option. 

Mr.  Royall.  An  option  which  the  Government  did  not  have  to 
exercise  unless  it  desired.    That  is  right,  isn't  it  ? 

Mr.  McNairy.  Yes,  sir. 

Mr.  Royall.  And  the  contract  also  contains  a  provision  that  it 
may  be  terminated  at  any  time  by  the  Government. 

Mr.  McNairy.  That  i's  right. 

Mr.  Royall.  Were  you  of  the  opinion  that  the  risk  incident  to 
granting  that  option  and  the  lack  of  an  obligation  on  the  part  of 
the  Government  to  purchase  would  entitle  you  to  a  fair  profit  in 
the  event  the  option  were  exercised? 

Mr.  McNairy.  I  think  it  would  develop. 

Mr.  Royall.  That  is,  provided  you  complied  with  the  terms  of 
the  contract  and 

Mr.  McNairy  (interposing).  Provided  they  recaptured  the  equip- 
ment, it  would  develop  into  a  profit. 

Mr.  Royall.  As  to  the  profit  of  the  Equipment  Co.,  of  course, 
you  have  a  trial  balance  sheet,  which  is  always  misleading.  You 
know  it  couldn't  be  $500,000. 

Mr.  McNairy.  I  am  positive  that  it  couldn't  be. 
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The  Chairman.  We  gave  him  permission  to  put  that  in  the  record. 

Mr.  McNairy.  I  will  furnish  that. 

Mr.  Royall.  I  want  to  thank  the  committee.  I  just  wanted  to 
make  his  contentions  clear. 

Mr.  Fulton.  On  this  general  statement  you  made  that  your  rates 
were  about  the  same  as  the  associated  general  contractors'  schedule, 
some  of  these  rates — in  fact,  many  of  them — are  not  only  higher  than 
those  on  the  contractors'  schedule,  but  they  are  considerably  higher 
than  even  the  equipment  dealers'  schedule. 

Mr.  McNairy.  I  don't  know  that  I  have  ever  had  the  equipment 
dealers'  schedule,  sir. 

Mr.  Fulton.  You  never  looked  at  that  in. comparing  your  esti- 
mates ? 

Mr.  McNairy.  We  got  quotations  from  all  of  the  specific  bids  from 
all  of  the  equipment  dealers,  and  in  every  case  they  were  much  higher 
than  any  that  we  used. 

Mr.  Fulton.  I  note,  for  example,  you  were  charging  $450  for  an 
International  tractor. 

Mr.  McNairy.  What  size,  sir? 

Mr.  Fulton.  It  says  "D-l-8." 

Mr.  McNairy.  Eighteen. 

Mr.  Fulton.  We  figure  from  the  associated  contractors'  schedule 
that  charge  should  have  been  $345,  and  the  equipment  dealers'  sched- 
ule is  only  $425. 

Mr.  McNairy.  Well,  I  think  I  made  the  statement  at  the  early  part 
that  we  added  to  the  A.  G.  C.  schedule  I  think  it  was  approximately 
a  sixth. 

Mr.  Fulton.  You  added  quite  a  bit  more  than  a  sixth  there,  didn't 
you? 

Mr.  McNairy.  I  said  in  some  instances  it  would  run  higher,  and 
in  some  instances  it  would  run  lower  than  the  schedule,  but  that  I 
think  in  the  average,  if  you  take  each  piece  of  equipment,  you  will 
find  the  dollar  value  will  average  approximately  the  A.  G.  C.  bulletin 
plus  a  sixth. 

Mr.  Fulton.  There  are  a  great  many  items  here  which 

Mr.  McNairy  (interposing).  You  will  find  quite  a  number  of  those 
items  looking  for  that  type  of  equipment,  and  I  will  find  quite  a  nuro 
ber  of  the  other  type,  looking  for  the  other  type. 

Mr.  Fulton.  For  example,  here  is  a  Lorraine  shovel,  1%-yard 
capacity,  at  $1,335,  and  the  associated  contractors'  schedule  figures 
out  $625,  and  there  you  were  charging  double. 

Mr.  McNairy.  Wiiat? 

Mr.  Fulton.  $624. 

Mr.  McNairy.  Is  that  right?  That  doesn't  sound  right  for  a  yard- 
and-a-half  shovel. 

Mr.  Fulton.  Even  the  equipment  dealers'  schedule  sets  it  up  for 
$1,000,  and  you  charged  $335  more. 

Mr.  McNairy.  Add  your  sixth.  What  is  the  A.  G.  C.  ?  Have  you 
a  bulletin  ?  That  doesn't  sound  right  to  me,  if  I  remember  correctly — 
$625  for  a  yard-and-a-half  shovel,  a  Lorraine,  Diesel. 

Mr.  Fulton.  That  is  5.2  percent  set  up  there,  and  that  evaluation 
equals  $624. 
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Mr.  McNairy.  Wait  a  minute.  Are  you  calculating  something? 
You  are  bringing  another  factor  in  on  this.  You  are  taking  your 
evaluation  of  the  equipment  and  figuring  out  the  percentage  of  a  sec- 
ond-hand piece  of  equipment.  A  yard- and- a-half  shovel  that  can  go 
out  and  move  a  certain  prescribed  number  of  yard  of  dirt  in  first- 
class  shape  is  worth  just  as  much  as  a  brand-new  piece  of  equipment, 
as  far  as  rental  is  concerned. 

Mr.  Fulton.  In  other  words,  you  were  charging  on  the  basis  of  the 
rental 

Mr.  McNairy  (interposing).  Instead  of  the  valuation. 

Mr.  Fulton.  As  though  it  were  a  new  piece  of  equipment  ? 

Mr.  McNairy.  Yes,,  sir. 

Mr.  Fulton.  Just  as  much  for  an  old  one  as  for  a  new  one. 

Mr.  McNairy.  Because  Ave  had  to  put  it  in  first-class  shape  and  keep 
it  in  first-class  shape  except  for  ordinary  wear  and  tear. 

Mr.  Fulton.  How  do  you  account  for  charging  $335  more  than  the 
equipment  dealers  charged  for  a  new  one?  Certainly  it  wasn't  any 
better  than  the  new  one. 

Mr.  McNairy.  I  don't  follow  you  there.  That  is  the  reason  I  am 
checking  you  on  this.     I  want  to  try  to  find  that. 

Mr.  Fulton.  Mr.  Ansberry,1  can  you  show  him  the  green  schedule 
of  the  equipment  dealers? 

Mr.  McNairy.  I  don't  know  anything  about  the  green  schedule. 

Mr.  Fulton.  Your  rates  are  higher  than  the  equipment  dealers 
asked  in  their  own  schedule. 

Mr.  McNairy.  They  are  less  than  anybody  bid  on  the  job.  I  can 
show  you  that,     I  think  Colonel  Simpson  has  the  bids  in  his  file. 

Mr.  Fulton.  Mr.  McNairy,  bids  don't  mean  very  much  when  there 
is  an  insatiable  demand  on  the  supply.  It  doesn't  mean  a  thing.  You 
have  got  to  get  them  because  it  is  Army  regulations. 

Mr.  McNairy.  The  A.  G.  C,  crawler  type.  That  is  the  electric, 
and  here  are  the  Diesel  right  there — $1,040. 

Mr.  Fulton.  You  are  well  over  a  sixth  above  that. 

Mr.  McNairy.  Let's  see  if  that  didn't  have  some  attachments  to  it. 

Mr.  Fulton.  I  don't  know  what  your  attachments  were. 

Mr.  McNairy.  What  were  they  ? 

Mr.  T.  P.  Ansberry.  That  was  a  complete  list. 

Mr.  McNairy.  What  I  mean  by  that  is  that  this  is  the  price  of  the 
shovel.  If  that  shovel  came  in  with  a  dragline  attachment  or  a  clam- 
shell attachment,  you  see,  the  additional  attachment  would  run  it  up. 

Mr.  Fulton.  You  mean  when  you  are  using  those  percentages 

Mr.  McNairy.  $1,100  rent  is  just  for  a  yard-and-a-half  shovel. 

Mr.  Fulton.  What  was  on  your  shovel  ? 

Mr.  McNairy.  What  do  you  say?  I  don't  know  this  particular 
piece,  but  if  you  brought  in  there  a  dragline  attachment  to  substitute 
for  it,  you  see,  so  that  3^011  could  do  dragline  work  or  shovel  work, 
then  you  have  an  additional  valuation  of  the  attachment.  I  don't 
remember  that  particular  piece  of  equipment. 

Mr.  Fulton.  In  cases  where  you  didn't  have  the  attachments,  could 
you  deduct  that  from  the  rent? 

Mr.  McNairy.  No;  because  this  is  basic,  just  for  the  shovel. 

1  Timothy  P.  Ansberry,  committee  investigator. 
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Mr.  Fulton.  I  mean  you  are  never  less  than  that,  and  you  added 
more  where  you  thought  you  had  more  attachments  than  that  con- 
templated. 

Mr.  McNairy.  They  set  up  a  list  of  the  attachments. 

The  Chairman.  That  is  all,  Mr.  McNairy. 

Mr.  McNairy.  Yes,  sir. 

The  Chairman.  Colonel  Simpson  ! 

Do  you  solemnly  swear  to  tell  the  truth,  the  whole  truth,  and 
nothing  but  the  truth,  so  help  you  God  ? 

Colonel  Simpson.  I  do. 

TESTIMONY  OF  LAWRENCE  L.  SIMPSON,  LIEUTENANT  COLONEL, 
QUARTERMASTER  CORPS 

The  Chairman.  Be  seated.  State  your  name  and  rank,  Colonel, 
for  the  record,  please. 

Colonel  Simpson.  Lawrence  L.  Simpson,  Lieutenant  Colonel, 
Q.  M.  C. 

The  Chairman.  You  are  the  constructing  quartermaster  ? 

Colonel  Simpson.  I  am  the  constructing  quartermaster  at  Fort 
Bragg,  N.  C,  and  have  been  since  the  inception  of  this  national  de- 
fense program  there. 

Mr.  Fulton.  Did  you  know  that  this  Equipment  Co.  and  the 
Graniss  Co.  were  setting  up  these  recapture  values  at  considerably 
more  than  the  cost  of  that  equipment  ? 

Colonel  Simpson.  I  did  not. 

Mr.  Fulton.  Will  you  tell  us  what  they  told  you,  if  anything, 
about  that  ? 

Colonel  Simpson.  They  didn't  tell  me  anything.  They  had  a  signed 
rental  agreement,  typed,  and  on  there  it  gives  the  value.  Our 
office  checked  the  value  for  each  piece  with  the  best  source  we  had 
of  obtaining  such  values,  such  checks,  who  would  be  the  distributor 
for  that  known  article.  In  other  words,  if  it  was  an  International — 
1.  H.  C. — truck,  3-ton  dump,  model  1941,  with  a  liquid  hoist,  and 
all  that  stuff,  we  checked  with  the  distributor  of  that  piece  of  equip- 
ment to  see  what  the  value  was.  If  the  value  checked  with  the  price 
submitted  by  the  person  furnishing  the  equipment  we  accepted  that 
as  the  fair  value,  and  that  was  the  figure  we  used. 

Mr.  Fulton.  In  making  that  check,  what  did  you  ask  them  for? 

Colonel  Simpson.  I  asked  them  what  it  sold  for,  and  to  me — because 
I  am  just  an  Army  officer — what  somethings  sells  for  is  its  value. 

Mr.  Fulton.  Didn't  you  know  that  there  is  a  rate  for  fleet  pur- 
chases, that  people  buying  fleets  of  trucks  and  busses  or  anything  else 
always  get  a  better  rate? 

Colonel  Simpson.  Well,  sir,  I  have  spent  the  last  24  years  in  the 
Army  doing  building,  and  most  of  my  work  is  civil  engineering 
and  construction,  and  I  know  nothing  about  fleet  purchases.  I  am 
not  in  the  Transportation  Division  or  in  the  Equipment  Section. 
I  know  nothing  about  that. 

Mr.  Fulton.  You  didn't  know,  for  example,  that  it  was  cheaper 
to  buy  10  trucks  than  1  ? 

Colonel  Simpson.  I  would  assume  that  it  might  be,  but  I  didn't 
know  it.     An  assumption,  of  course,  isn't  a  known  fact. 
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Mr.  Fulton.  You  knew  that  they  were  buying  some  of  these  items 
several  dozen  at  a  time? 

Colonel  Simpson.  No,  sir;  I  didn't  know  about  that  at  the  time. 
I  don't  know  how  many  they  bought  at  a  time. 

Mr.  Fulton.  Didn't  you  know  that  they  were  buying  new? 

Colonel  Simpson.  Yes. 

Mr.  Fulton.  And  didn't  you  know  that  they  bought  several  dozen 
at  a  time? 

Colonel  Simpson.  I  don't  know  how  many  they  would  buy  at  a 
time.  Here  is  the  way  it  happened,  if  I  may  give  a  little  back- 
ground. The  contract  started  out  $3,730,000,  and  it  went  to  $39,000,- 
000 — 10  times  that  size.  So,  as  these  increments  or  additional  phases 
of  construction  were  authorized,  additional  equipment  was  necessary. 
I  know  I  went  out  one  day  and  said,  "The  sewer  lines  aren't  going 
fast  enough.     We  need  draglines." 

He  said,  "We. can't  get  them." 

Then  I  said,  "I  don't  give  a  damn  where  you  go.  We  are  getting 
these  troops  in  here  without  sewers.  There  are  no  showers  or 
toilets  or  anything.     Now  get  them." 

So  they  went  to  New  York  State  and  all  over  where  they  got 
them.  I  don't  know  where.  Likewise,  when  we  had  more  lumber 
to  handle  and  needed  more  trucks,  I  said,  "Just  get  them.  What- 
ever it  takes  to  run  the  job,  get." 

Whether  he  bought  those  two  at  a  time,  six  on  Tuesday,  or  eight 
on  Wednesday,  I  don't  know.  I  was  running  a  $46,000,000  job. 
That  is  what  the  complete  thing  finally  came  to,  with  the  additional 
work.  Outside  of  establishing  policies,  procedure,  and  checking 
with  my  section  heads  in  my  office  and  checking  with  the  engineer- 
architect  and  the  representatives  for  the  contractor,  and  so  on,  I  was 
extremely  busy  doing  some  of  the  more  important  things.  I  had  no 
timo  to  go  out  and  check  how  many  trucks  came  on  the  job  today 
or  yesterday.  My  idea  and  my  purpose  was  to  see  that  there  was 
enough,  not  how  they  arrived,  but  did  they  arrive  ? 

Mr.  Fulton.  You  mean  by  that,  that  you  didn't  consider  it  neces- 
sary to  check  on  this  feature  ? 

Colonel  Simpson.  I  mean  by  that  this:  I  was  sent  down  there — 
I  am  just  an  Army  officer  and  make  frank  statements.  I  am  not 
a  lawyer — I  was  sent  down  there  to  do  a  job.  We  worked  Sundays, 
and  we  worked  nights  until  10 :  30  and  everything  else,  and  we  did 
the  job.  It  was  up  to  me  to  use  enough  common  sense  to  devote 
my  time  to  the  things  that  were  most  important  and  the  things  of 
which,  due  to  my  24  years  in  the  Army,  I  had  knowledge,  and  to 
delegate  other  things  to  people  who  didn't  have  my  experience  or 
my  broad  scope  in  the  project. 

The  Chairman.  Was  the  receiving  of  lumber  important,  Colonel? 

Colonel  Simpson.  Was  it?  We  received  as  high  as  3,000,000  feet 
of  lumber.  That  is  how  important  it  was.  We  made  every  ef- 
fort  

The  Chairman  (interposing).  It  would  be  right  important  to  find 
out  whether  the  Government  was  being  gypped  on  one  of  these 
rental  contracts,  too,  wouldn't  it? 

Colonel  Simpson.  It  would  be  extremely  important,  but  on  the 
rental  agreement,  it  says,  first,  "He  shall  submit  a  fair  value,"  and 
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we  checked  it  with  the  known  distributor  for  each  different  type  of 
item,  and  that  is  the  value  we  received. 

Mr.  Fulton.  It  would  have  been  a  lot  less  trouble  simply  to  have 
asked  him  what  he  paid  for  it. 

Colonel  Simpson.  The  word  "cost"  doesn't  enter  into  it.  It  says 
"value,"  and  there  is  a  distinction  between  cost  and  value  to  my 
idea. 

Mr.  Fulton.  What  is  the  distinction  you  made  ? 

Colonel  Simpson.  Like  this:  I  buy  a  house  today  for  $8,000,  and 
the  reason  I  buy  it  is  that  I  think  it  is  worth  more  than  that.  I 
may  immediately  value  it  for  $10,000,  yet  it  cost  only  $8,000. 

Mr.  Fulton.  So  you  assumed  the  value  was  higher  than  the  cost. 
Is  that  it? 

Colonel  Simpson.  No;  I  made  no  assumption  whatsoever  about  it, 
but  I  do  make  a  distinction  between  them  when  the  agreement  says 
"value."  I  did  not  say  "cost."  If  it  said  "cost,"  then  I  would 
have  made  him  submit  a  bill  of  sale,  and  naturally  it  might  be  a  good 
thing  to  check  into  those  things.  It  didn't  say  "cost."  It  said 
"value."  We  weren't  going  back  and  asking  him  the  value.  He 
had  already  stated  it  once  over  his  own  signature.  The  thing  to  do 
would  be  to  check  some  disinterested  person  who  sells  it  and  says 
what  the  value  of  this  or  that  or  whatever  it  is  is.  He  said,  "The 
market  value  is  so  and  so." 

Mr.  Fulton.  Value,  of  course,  as  you  have  indicated,  is  a  matter 
of  opinion.  Cost  is  a  fact.  You  could  at  least  have  asked  him  what 
his  cost  was,  and  it  wouldn't  have  been  half  the  trouble  that  you  did 
go  to  to  go  around  to  all  these  little  dealers  at  various  places  and  ask 
them  what  their  retail  price  was. 

Colonel  Simpson.  No.    Unfortunately,  the  agreement  says  "value." 

The  Chairman.  Did  you  have  any  notion,  Colonel,  that  this  equip- 
ment company,  which  was  made  up  of  the  same  people  as  the  construc- 
tion company,  was  expected  by  the  Government  to  make  a  profit  on 
this  job? 

Colonel  Simpson.  I  didn't  know  whether  it  was  supposed  to  make  a 
profit  or  not.     I  didn't  know  anything  about  that. 

The  Chairman.  You  knew  that  the  job  was  on  a  cost-plus  basis,  that 
the  contractor  was  being  paid  a  fixed  fee  for  his  ability  as  a  contractor 
and  that  he  was  supposed  to  furnish  everything  that  went  into  the 
contract  as  a  result  of  that  fee  ?     You  knew  that,  didn't  you  ? 

Colonel  Simpson.  Yes,  sir. 

The  Chairman.  It  seems  to  me  that  it  would  have  occurred  to  you 
that  a  close  check  on  whether  he  was  complying  with  that  contract 
would  have  necessitated  your  looking  into  the  fact  as  to  whether  he 
was  making  profit  on  this  or  not. 

Colonel  Simpson.  To  go  back,  I  did.  I  also  checked  the  values  to 
see  whether  the  values  mentioned  in  the  rental  agreements  were  the 
same  values  that  the  distributors  said  that  the  values  were.  For  ex- 
ample, when  we  rented  tractors,  we  called  the  Carolina  Equipment  Co., 
who  were  the  distributors,  both  for  North  Carolina  and  all  around 
Haleigh,  for  caterpillar  tractors  and  so  on.  We  asked  them,  "What  is 
•an  RD-8  worth,  or  what  is  that  worth ?    What  is  its  value?" 

"It  is  so  much."    That  was  the  value. 
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Mr.  Fulton.  Did  you  get  any  list  from  the  Washington  headquarters 
listing  the  prices  of  materials  and  equipment  of  this  kind  ? 

Colonel  Simpson.  No  ;  we  didn't  get  any  list. 

Mr.  Fulton.  I  just  meant  did  they  send  you  any? 

Colonel  Simpson.  No  ;  they  didn't  send  me  any.  The  way  the  con- 
tract started — the  way  the  job  started,  if  you  start  from  the  beginning, 
as  I  think  it  is  much  better  to  do — Washington  phoned  us  and  said 
that  they  had  awarded  the  contract  to  T.  A.  Loving  and  the  general 
contract  to  J.  N.  Pease,  architect-engineer.  The  next  day  the  people 
arrived  in  my  office — it  was  new  to  me ;  I  knew  nothing  about  fixed-fee 
cost-plus  work — and  said  they  wanted  to  get  started.  I  gave  them  an 
empty  building,  and  then  they  wanted  some  equipment,  and  so  on. 
I  said,  "I  don't  know  anything  about  that.  What  does  the  contract 
say  ?  I  don't  know  under  what  terms  I  can  proceed,  or  what  authority 
1  have." 

So  we  phoned  every  day  for  the  contract,  and  it  was  always  about 
to  be  mailed  or  somebody  was  about  to  sign  it  or  something.  We 
finally  got  the  contract,  but  in  the  meantime  I  had  been  warned  by 
Mr.  McNairy  to  the  effect  that — I  said,  "Maybe  I  can  just  get  a  standard 
form  of  contract  and  work  on  that." 

He  said,  "No;  that  wouldn't  do  any  good,  because  there  have  been 
some  deletions." 

Finally  I  got  the  contract.  We  wanted  to  rent  some  equipment,  and 
in  there  it  was  struck  out  about  going  by  some  schedule.  I  said,  "Terms 
to  be  approved  by  contracting  officer."  Then  we  looked  over  under 
rentals,  and  it  said,  "The  rentals  shall  be  as  paid  in  that  particular 
territory."  All  that  I  knew  to  do  was  to  go  ahead  with  the  contract 
and  interpret  the  contract  and  act  under  the  contract  in  accordance 
with  the  terms  of  the  contract.  I  couldn't  do  anything  else,  and  that 
is  all  I  did. 

The  Chairman.  The  contract  evidently  was  loosely  drawn  to  begin 
with. 

Thank  you,  Colonel. 

The  committee  will  adjourn  until  10 :  30  tomorrow  morning. 

(Whereupon  the  committee  adjourned  at  12:30  p.  m.,  until  10:30 
a.  m.,  Thursday,  July  31,  1941.) 
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THURSDAY,  JULY  31,   1941 

United  States  Senate, 
Special  Committee  to  Investigate 

the  National  Defense  Program, 

Washington,  D.  G. 
The  committee  met  at  10:35  a.  m.,  pursuant  to  adjournment  on 
Wednesday,  July  30,  1941,  in  room  318,  Senate  Office  Building,  Sen- 
ator Harry  S.  Truman,  presiding. 

Present:  Senators  Harry   S.   Truman,   chairman,   and  Ralph   O. 
Brewster. 
Also  present :  Hugh  A.  Fulton,  chief  counsel. 

The  Chairman.  The  committee  will  come  to  order.    Captain  Rich- 
ardson.   Just  take  your  usual  seat,  Captain. 
Proceed,  Mr.  Fulton. 

TESTIMONY  OF  CAPT.  ROBERT  L.  RICHARDSON,  QUARTERMASTER 
CORPS,  CHIEF  OF  EQUIPMENT  UNIT,  PURCHASE  AND  EXPEDITING 
SECTION,  WASHINGTON,  D.  C— Recalled 

VALUE  OF  RECAPTURED  EQUIPMENT 

Mr.  Fulton.  Captain,  I  think  that  you  said,  with  respect  to  ord- 
nance plants,  that  you  were  purchasing  quite  a  bit  of  equipment  now. 

Captain  Richardson.  That  is  correct;  yes. 

Mr.  Fulton.  In  that  connection,  are  you  purchasing  trucks  of  the 
same  type  and  kind  that  we  have  discussed  from  time  to  time? 

Captain  Richardson.  That  is  correct;  yes. 

Mr.  Fulton.  What  would  be  the  amount  off  the  retail  price  that 
you  are  able  to  get  those  trucks  at? 

Captain  Richardson.  Deducting  tax,  approximately  19  percent, 
and  there  is  a  3-percent  tax  that  we  can  save  buying  them  direct 
through  the  Government. 

Mr.  Fulton.  You  mean  that  in  the  case  of  private  industry  they 
would  be  paying  a  tax? 

Captain  Richardson.  That  is  correct. 

Mr.  Fulton.  Which,  of  course,  the  Government  wouldn't  be  pay- 
ing. 

Captain  Richardson.  That  is  right. 

Mr.  Fulton.  Well,  then,  those  purchases  at  least  we  have  saved 
this  19  percent — 22  percent  over  what  we  could  buy  them  for  if  we 
took  the  retail  price. 

Captain  Richardson.  That  is  right. 

1731 
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Mr.  Fulton.  With  respect  to  these  various  schedules  that  were 
prepared 

Captain  Richardson  (interposing).  May  I  say  something?  I  gave 
Mr.  Ansberry  the  new  amount  of  recapture  on  Bragg  as  you  re- 
quested.   He  has  it  there. 

Mr.  Fulton.  And  that  is  a  very  substantial  proportion  of  the  total ; 
is  it  not? 

Captain  Richardson.  As  it  stands  today,  if  you  would  like  to  have 
it  as  a  matter  of  record  against  rental  paid,  that  is  the  total  value, 
I  will  put  it  that  way.  We  have  paid  $1,522,280.97  rental,  and  as  of 
July  30,  according  to  my  records  last  night,  we  had  recaptured  from 
Fort  Bragg  $1,130,658.93.  We  are  continuing;  each  day  there  will 
come  in,  probably  four  or  five  recaptures  a  day  from  that  particular 
camp. 

Mr.  Fulton.  You  are  also  considering  transfers? 

Captain  Richardson.  We  will  transfer  from  that  project.  For 
instance,  we  have  three  projects  in  Alabama  that  we  need  equipment 
for  now.  We  will  transfer  the  rest  of  that  equipment  from  Bragg  to 
these  particular  projects.     That  is  recaptured  prior  to  its  transfer. 

Mr.  Fulton.  So  that  Mr.  McNairy  was  right  in  saying  that  as  to 
most  of  the  equipment  there,  it  really  in  effect  is  a  sale  rather  than  a 
rental. 

Captain  Richardson.  That  particular  camp,  taking  the  complete 
total  valuation  or  the  complete  rental  paid,  should  equal  about  96  or 
97  percent.  I  will  have  to  wait  until  we  complete  the  whole  job  to  give 
you  that,  but  it  will  be  in  that  percentage. 

Mr.  Fulton.  So  if  the  Government  had  a  loss  there,  the  loss  has  been 
by  reason  of  purchasing  the  equipment  at  this  recapture  value  instead 
of  the  retail,  rather  than  by  purchasing  it  directly. 

Captain  Richardson.  That  is  right,  and  as  I  said  yesterday,  it  came 
to  my  knowledge  of  the  Equipment  Co.  when  I  was  checking  on  my 
files  on  June  29.  In  other  words,  it  didn't  show  T.  A.  Loving  Co.,  it 
showed  the  Equipment  Co.,  which  naturally  we  assumed  was  a  third 
party ;  and  I  have  checked  thoroughly  with  members  of  my  office  that 
checked  these  monthly  reports,  and  they  were  sure  that  it  was  a  third 
party. 

Mr.  Fulton.  And  you  treated  it  as  such  in  your  consideration  ? 

Captain  Richardson.  That  is  correct;  after  the  report  came  from 
the  zone  that  it  was  owned  by  the  officers  of  T.  A.  Loving  Co.,  we 
started  then  an  immediate  investigation  on  it  to  see  what  could  be 
found.  I  think  vou  have  the  final  copy  of  that,  if  I  am  not  mistaken. 
_  Mr.  Fulton.  Well,  Fort  Bragg,  of  course,  as  I  understand  it,  is  the 
biggest  single  project  in  dollars  that  the  camp  construction  program 
had. 

Captain  Richardson.  I  understand  so ;  yes. 

Mr.  Fulton.  I  note,  however,  that  in  a  number  of  other  camps  they 
had  a  considerably  larger  amount  of  equipment  even  though  they 
were  relatively  smaller  camps,  and  what  would  be  the  explanation  of 
that? 

Captain  Richardson.  Can  you  give  me  a  specific  camp  that  we  can 
talk  about  ?     I  mean,  that  is  the  best  way  I  can  tell  you  that. 

Mr.  Fulton.  Of  course,  the  camp  that  had  the  highest  amount  of 
equipment  was 
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Captain  Eichardson.  Fort  Leonard  Wood. 

Mr.  Fulton.  In  Missouri,  which  had  almost  $8,000,000  worth  of 
equipment. 

Captain  Eichardson.  That  is  correct. 

Mr.  Fulton.  Now  that  camp  was  almost  the  same  size  as  Bragg,  but 
I  can't  understand  why  you  would  have  four  times  as  much  equip- 
ment there. 

Captain  Eichardson.  Well,  at  Fort  Leonard  Wood  the  large  amount 
of  equipment  we  are  speaking  of  was  only  on  the  job  approximately 
120  days.  Most  of  it  was  used  in  putting  in  the  15 — I  think  15.5,  if  I 
am  not  mistaken — miles  of  railroad  which  was  put  in  in  91  days. 

Mr.  Fulton.  On  that  particular  job,  the  percentage  of  recapture 
would  be  very  small  relative  to  the  others. 

Captain  Eichardson.  Well,  at  Fort  Leonard  Wood,  Mr.  Fulton,  we 
have  transferred  that  equipment  from  there,  recapturing  it  prior  to 
its  transfer,  whenever  we  could  get  permission  to  do  it,  and  of  course 
at  the  termination  of  the  contract — I  am  speaking  then  prior  to  the 
termination,  and  now  at  the  termination  of  the  contract — the  last 
19  carloads  from  Fort  Leonard  Wood  were  recaptured  and  shipped  to 
Plum  Brook,  Ark. 

Mr.  Fulton.  How  much  of  that  do  you  expect  to  recapture,  in  a 
rough  approximation  percentage-wise? 

Captain  Eichardson.  At  Fort  Leonard  Wood  ? 

Mr.  Fulton.  Of  that  $8,000,000  of  equipment. 

Captain  Eichardson.  I  would  have  to  give  you  an  estimate  until 
we  can  get  our  final  reports  in  on  it,  but  I  would  estimate  we  would 
recapture  approximately  5  million,  and  transfer  approximately  $1,- 
800,000. 

Mr.  Fulton.  As  of  June  1,  there  wasn't  anywhere  near  that 
amount  recaptured.     Has  most  of  this  taken  place  since? 

Captain  Eichardson.  The  job  wasn't  terminated,  I  think,  finally 
until  July  15. 

Mr.  Fulton.  Most  of  that  equipment  was  not  being  used  during 
the  last  2  months. 

Captain  Eichardson.  No;  but  it  wouldn't  show  as  a  recapture 
there  because  we  had  transferred  it  to  other  projects,  retaining  the 
Government's  equity. 

Mr.  Fulton.  Where  does  the  recapture  of  that  turn  up — in  the 
other  projects? 

Captain  Eichardson.  That  is  correct. 

Mr.  Fulton.  Such  as  ordnance  plants? 

Captain  Eichardson.  I  will  give  you  the  name,  St.  Louis  Ord- 
nance, Weldon  Springs  Ordnance,  Plum  Brook,  Ark.,  and  Anderson 
Ordnance,  at  Anderson,  Ala. 

Mr.  Fulton.  I  understand  there  were  some  80  big  draglines  that 
were  sent  to  that  camp  at  the  Government's  expense,  freight  both 
ways,  that  weren't  even  used. 

Captain  Eichardson.  That  were  not  used?     How  many? 

Mr.  Fulton.  I  understand  there  were  80  draglines.  First,  is  that 
right? 

Captain  Eichardson.  I  shipped  to  that  project,  myself — I  can  tell 
you  the  things  that  I  shipped  there  and  give  you  an  accurate  answer. 
The  rest  would  have  to  be  checked  exactly  from  the  report,  of  course. 
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But  I  shipped  19  shovels  in  there  myself  for  this  railroad  cut.  There 
were  approximately  1,600,000  yards  of  rock  to  move  and  the  shovels 
were  the  only  way  they  could  move  it.  Now  the  draglines  were 
used  on  the  railroad  in  the  lower  sections  to  make  the  fills  and  the 
grade,  but  I  don't  know  of  80  of  them  that  were  not  used;  no,  sir. 

Mr.  Fulton.  Do  you  know  of  a  large  number  that  were  shipped 
in  there  and  not  even  put  on  the  job? 

Captain  Richardson.  No;  I  can't  answer  that.  I  couldn't  answer 
it  because  I  don't  know.  I  mean,  if  they  brought  them  in  I  assumed 
that  they  were  being  used,  but  I  wouldn't  know  exactly.  I  wasn't 
on  the  job,  I  was  in  Washington.  I  could  find  that  out  for  you  if 
you  were  interested  in  it. 

The  Chairman.  One  of  the  reasons  for  the  immediate  hurry  in 
this  recapture  business  was  the  fact  that  this  committee  started  to 
make  an  investigation  of  it,  isn't  it? 

Captain  Richardson.  No,  sir. 

The  Chairman.  No  effort  had  been  made  to  recapture  these  trucks 
until  about  the  1st  of  June  that  I  know  of.  At  that  time  we  started 
an  investigation  and  I  think  that  is  what  hurried  them  up. 

Captain  Richardson.  Senator,  I  explained  to  you  the  other  day 
that  according  to  the  contract,  that  is,  a  basic  contract,  we  could  not 
recapture  until  the  rental  had  equaled  100  percent  of  the  purchase 
price,  or  at  the  termination  of  the  principal  contract. 

The  Chairman.  I  think  this  committee  kind  of  hurried  you  up  a 
little  bit. 

Captain  Richardson.  Sir,  if  you  will  check  your  terminations  of 
the  contracts,  you  will  find,  I  think,  that  all  of  them  were  terminated 
after  June  5. 

Mr.  Fulton.  In  some  of  these  camps — take  Fort  Bliss,  for  ex- 
ample— there  seems  to  be  a  very  large  amount  of  repairs  which  the 
Government  paid  for  on  equipment  belonging  to  the  contractor,  as 
compared  especially  with  a  lesser  amount  of  repairs  on  similar  equip- 
ment belonging  to  third  parties.    Have  you  checked  that  factor? 

Captain  Richardson.  Well,  according  to  the  basic  contract,  all 
repairs  are  made  to  the  contractor's  equipment  that  were  not  due  to 
faulty  parts  or  the  negligence  of  the  contractor's  operator.  On  third 
party  equipment,  under  the  original  rental  agreement,  namely,  sten- 
cil 40-2111,  the  Government  only  made  minor  or  field  repairs,  or 
minor  or  field-repair  adjustments.    No  major  overhauls. 

Mr.  Fulton.  Well,  then,  as  I  understand  it,  we  agreed  to  do  more 
in  the  line  of  repairing  contractor's  equipment  than  we  did  in  the 
line  of  repairing  third-party  equipment. 

Captain  Richardson.  That  is  correct,  due  to  the  low  rate  of  the 
quartermaster  schedule  of  rental  in  the  contract. 

Mr.  Fulton.  And  that  makes  it  all  the  more  important  that  the 
rate  actually  be  different  for  the  two  ? 

Captain  Richardson.  That  is  correct.  That  is  why  a  schedule  was 
made  prior  to  my  coming  in  the  Army,  and  we  tried  to  carry  that 
schedule  through. 

Mr.  Fulton.  And  yet  at  Fort  Bragg,  comparing  the  rates  of  the 
third,  party,  the  Graniss  Co.,  with  the  rates  of  the  contractor  party, 
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this  Equipment  Co.,  on  item  after  item  they  are  the  same,  but  you 
wouldn't  have  thought  that  unusual  because  you  thought  they  were 
both  third  parties  ? 

Captain  Richardson.  There  was  no  way  in  the  world  of  my  know- 
ing here.  I  mean,  it  is  up  to  the  constructing  quartermaster  to  ap- 
prove the  rates  of  the  project  at  the  particular  time  that  job  is  started, 
and  as  I  mentioned  the  other  day,  we  have  the  safety  factor  now  of 
the  zone  constructing  quartermaster.  Naturally,  having  9  zones,  he 
can  show  more  personal  attention  to  a  job  than  I  could  with  372 
projects. 

Mr.  Fulton.  Some  of  these  repairs  to  the  contractor-owned  equip- 
ment run  pretty  high  proportionate  to  the  value  of  the  equipment, 
often  50  or  60  percent. 

Captain  Richaedson.  Mr.  Fulton,  the  repairs  were  not  approved  in 
the  Washington  office;  they  were  approved  at  the  project,  and  every 
repair  was  supposed  to  be  taken  under  consideration  as  to  its 
justification. 

Mr.  Fulton.  And  I  believe  I  understood  you  to  say  that  if  an  old 
article  of  equipment  was  thoroughly  conditioned,  it  could  do  the  same 
amount  of  work  as  a  new  one. 

Captain  Richardson.  For  a  short  time ;  yes. 

Mr.  Fulton.  Now,  one  question  we  have  is  this :  Did  some  of  these 
contractors  bring  in  old  equipment  in  these  cases  where  we  know 
thousands  of  dollars  of  repairs  have  been  spent  on  them,  and  get  them 
reconditioned  at  the  Government's  expense  ? 

Captain  Richardson.  They  may  have  in  some  instances ;  I  couldn't 
answer  that.    I  mean,  I  couldn't  tell  you  the  exact  facts  on  it. 

Mr.  Fulton.  Well,  at  Fort  Bliss  the  contractor  was  maintaining 
the  repair  shop  and  also  was  renting  equipment  to  the  Government 
which  was  being  repaired  in  this  shop.  Could  you  tell  me  something 
of  the  safeguards,  if  any,  that  were  set  up  to  make  sure  he  wasn't 
reconditioning  his  equipment  % 

Captain  Richardson.  Each  repair  made  to  the  contractor's  or  third- 
party  equipment  had  to  be  approved  by  the  constructing  quarter- 
master and  also  the  Government  auditor  on  the  project,  whether  it 
be  for  a  small  $5  repair  or  whether  it  was  at  the  completion  of  the 
contract  when  there  were  in  some  instances  three  or  four  hundred 
dollar  repairs  to  a  shovel  that  was  owned  by  a  contractor.  That  was 
the  safety  factor  that  we  had  in  the  field. 

It  would  have  slightly  delayed  things  if  they  had  had  to  send  every 
repair  to  Washington.  Being  in  Washington  and  not  seeing  the 
piece  of  equipment,  and  not  seeing  the  justification  or  nonjustification 
for  it,  I  naturally  couldn't  give  an  intelligent  answer  from  Washing- 
ton on  that. 

Mr.  Fulton.  Has  there  been  any  general  check-up  when  you  saw 
$3,000  paid  for  repairs  for  a  $5,000  article? 

Captain  Richardson.  In  every  instance  where  repairs  have  come  to 
the  knowledge  of  the  zone,  the  zone  man  immediately  investigates  that 
particular  repair  to  see  who  approved  it  and  why  he  approved  it. 
That  is  what  is  being  carried  on  at  this  particular  time. 

Mr.  Fulton.  I  note,  for  example,  sometimes  the  repairs  cost  twice 
as  much  as  the  article  did  new. 


1736       INVESTIGATION  OF  THE  NATIONAL  DEFENSE  PROGRAM 

Captain  Eichardson.  Mr.  Amberg  showed  me  an  item  the  other 
day ;  I  think  we  were  checking  some  paving  breakers  as  I  remember  it. 

Mr.  Fulton.  Air  hammers ;  yes. 

Captain  Richardson.  That  is  a  report  from  the  project,  of  course, 
I  haven't  seen  it,  but  frankly,  the  report  really  looked  absurd  as  to 
the  value  and  the  rental  paid,  I  grant  you  that,  and  the  actual  value  of 
that  piece  of  equipment  and  the  repairs  made,  but  I  couldn't  know 
unless  I  took  that  particular  case  and  investigated  it  for  you. 

Mr.  Fulton.  Of  course,  an  air  hammer  is  a  thing  that  wears  out 
fast. 

Captain  Eichardson.  But  the  case  doesn't  usually  wear  out.  The 
amount  of  repairs  shown  there  is  extremely  in  excess. 

The  Chairman.  Are  you  taking  steps  to  see  that  they  don't  abuse 
the  privilege  of  this  repair? 

Captain  Eichardson.  Sir,  we  have  the  extra  safety  factor  now,  as 
I  mentioned,  in  the  zone,  with  the  zone  mechanical  officer  checking 
all  repairs  prior  to  their  being  made  on  the  project. 

The  Chairman.  You  can  see  what  an  abuse  of  that  there  could  be. 

Captain  Eichardson.  Yes,  sir;  the  thing  could  be  very  easily  abused. 

Mr'.  Fulton.  I  note  also  that  at  that  particular  camp,  Fort  Bliss, 
the  contractor,  Morgan  &  Zachary,  were  sending  in  quite  a  bit  of 
equipment  that  was  quite  old,  at  very  high  rates.  I  note  here  a  pick- 
up truck,  1936,  valued  at  $325,  renting  for  $55  a  month.  Isn't  that 
pretty  high  for  a  5-year-old  truck  ? 

Captain  Eichardson.  Well,  Mr.  Fulton,  I  will  say  this.  Is  that 
contractor-owned,  did  you  say,  or  third  party? 

Mr.  Fulton.  That  particular  one  I  think  was  third  party. 

Captain  Eichardson.  If  that  is  third  party  I  don't  think — it  de- 
pends on  the  condition  of  the  truck  when  it  comes  on.  Frankly, 
with  the  rough  terrains  that  some  of  the  camps  had,  a  1935  truck 
would  possibly  take  as  much  beating  as  a  1941  truck,  going  over  a 
rough  terrain  and  bumping  into  stumps,  doing  night  work  and  things 
of  that  type. 

Mr.  Fulton.  Do  you  think  a  1932  Oldsmobile  sedan  is  worth  as 
much  as  a  1941  Ford  sedan? 

Captain  Eichardson.  I  absolutely  do  not.  I  would  never  buy  one 
that  way. 

Mr.  Fulton.  They  have  one  in  here  that  they  valued  at  $253  and 
they  got  $47  a  month  rent  for  it. 

Captain  Eichardson.  Which  project  were  you  speaking  of? 

Mr.  Fulton.  Fort  Bliss. 

Captain  Eichardson.  Fort  Bliss? 

Mr.  Fulton.  Why  should  they  rent  or  be  permitted  to  rent  9-year- 
old  cars  for  the  same  price  as  a  new  one? 

Captain  Eichardson.  I  still  say  to  you  it  is  up  to  the  constructing 
quartermaster  on  the  project  at  that  particular  time  to  approve  every 
rental  that  came  onto  the  project. 

Mr.  Fulton.  Well,  there  are  a  lot  of  these  old  cars  here,  like  1935 
Fords  and  1936  Hupmobiles,  and  so  on;  they  all  rented  at  the  same 
rate  as  the  new  ones. 

Captain  Eichardson.  I  see. 

Mr.  Fulton.  And  a  1917  truck  in  here  being  rented  at  a  high  price 
Captain  Creager  said  it  was  because  it  was  an  exceptionally  fine 
truck,  but  $150  looks  a  bit  high  for  it,  doesn't  it? 
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Captain  Richardson.  One  hundred  fifty  dollars  valuation? 

Mr.  Fulton.  It  had  a  valuation  of  $500. 

Captain  Richardson.  Is  that  the  old  F.  W.  D.  truck  that  there  has 
been  a  lot  of  discussion  about? 

Mr.  Fulton.  I  think  it  was  an  F.  W.  D.    It  was  1917,  I  know. 

Captain  Richardson.  I  don't  know  how  anyone  could  place  a  value 
on  a  1917  truck.    I  think  it  would  be  a  very  hard  job  to  do. 

Mr.  Fulton.  Is1  it  justified  to  rent  that  kind  of  article  for  $150 
a  month  ? 

Captain  Richardson.  It  may  be,  Mr.  Fulton;  you  would  have  to 
take  the  job  into  consideration.  It  is  a  four-wheel  drive  truck.  If 
it  had  pneumatic  tires  on  it,  it  would  be  very  good  to  go  into  bad 
places.  If  that  was  the  advantage,  I  would  say,  yes,  it  was  practical 
to  rent  it,  but  if  it  was  rented  just  to  haul  lumber,  we  know  it  wasn't 
worth  that.  In  other  words,  I  assume  we  can't  get  parts  for  trucks 
that  old.  I  have  never  been  able  to  get  them  mj'self.  I  don't  know 
whether  they  had  them  there  at  that  particular  project,  but  if  it  was 
rented  for  one  specific  thing,  I  would  say  it  was  an  advantage ;  if  it 
wasn't,  I  would  say  no. 

Mr.  Fulton.  Here  is  a  1932  two-door  Ford  sedan  renting  for  $47 
a  month.     I  don't  see  how  you  can  justify  that  rental. 

Captain  Richardson.  Well,  that  may  have  carried  a  man  around 
on  the  job.  You  would  have  had  to  rent  a  1941  for  him  and  probably 
pay  $90.    It  may  be  justified ;  I  can't  give  you  a  direct  answer. 

Mr.  Fulton.  I  don't  know  why  you  couldn't  buy  those  for  about 
$47  instead  of  renting. 

Captain  Richardson.  In  other  words,  there  happens  to  be  a  ruling 
of  my  superior,  and  I  am  in  the  Army.  It  is  a  ruling  that  we  can't 
buy  anything  under  1938. 

The  Chairman.  But  you  can  rent  them  going  back  to  1917. 

Captain  Richardson.  Sir? 

The  Chairman.  The  same  rule  ought  to  apply. 

Captain  Richardson.  I  think  you  will  find  now,  sir,  that  that  is 
what  we  are  renting.  You  may  find  isolated  instances  where  one  or 
two  trucks  are  rented  of  that  particular  type. 

Mr.  Fulton.  Well,  I  noted  that  we  recaptured  that  1917  truck. 

Captain  Richardson.  What  was  the  date  of  recapture  on  that? 

Mr.  Fulton.  They  don't  give  me  that,  but  the  answer  is  "yes."  That 
was  the  contractor  himself  that  was  renting  that,  J.  E.  Morgan  & 
Sons. 

Captain  Richardson.  I  think  I  can  give  you  the  date  of  the  letter 
of  instruction  that  went  out  on  old  trucks;  let's  see  if  that  is  prior 
to  that.     Construction  Division  letter  No.  56,  January  31,  1941. 

Mr.  Fulton.  I  note  on  these  tractors  that  there  are  several  in- 
stances where  the  repairs  plus  the  rentals  are  quite  a  bit  more  than 
the  cost  new  of  the  tractor,  and  yet  they  are  listed  as  not  recaptured. 

Captain  Richardson.  Listed  as  not  recaptured?  What's  the  date 
of  that  report  ? 

Mr.  Fulton.  They  were  giving  that  as  of  some  time  around  the 
middle  of  June. 

Captain  Richardson.  I  think  that  is  a  June  1  report,  isn't  it? 

Mr.  Fulton.  No;  this  is  the  report  to  us  that  they  prepared. 

Captain  Richardson.  Well,  that  is  why  I  asked  to  supplement  that 
report  with  one  of  either  July  1  or  July  30.     In  other  words,  it 
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would  show  a  better  purchase  on  that  at  the  camps  and  show  a  true 
picture  of  the  recapture. 

Mr.  Fulton.  Is  there  any  way  that  we  can  really  check  to  find  out 
whether  a  tractor  should  have  $2,300  of  repairs  on  a  $3,000  tractor? 

Captain  Richardson.  That  is  correct ;  we  can. 

Mr.  Fulton.  How  can  we  do  that? 

Captain  Richardson.  I  can  have  them  send  a  103  report,  showing 
every  item  of  repair  parts,  the  number  of  items,  and  each  item  of 
repairs  that  was  put  on  that  particular  truck. 

Mr.  Fulton.  Will  you  check  en  these  half  dozen  or  so  very  ex- 
pensive repair  items  at  Fort  Bliss  ? 

Captain  Richardson.  Could  you  give  me  the  equipment  numbers? 

Mr.  Fulton.  I  mean  those  where  you  find  that  they  have  paid  50 
percent  or  more  of  the  cost  new. 

Captain  Richardson.  Well,  I  don't  have  that  particular  report  in 
my  files.   .1  mean  I  have  them  just  in  monthly  rental  reports. 

Mr.  Fulton.  I  will  loan  you  this. 

Captain  Richardson.  Fine. 

The  Chairman.  Captain,  I  think  it  might  be  a  good  thing  to  take 
a  look  at  the  whole  picture  and  see  just  in  how  many  instances  we 
have  practically  bought  the  tractor  or  the  truck  in  repairs,  and  then 
let  the  fellow  keep  it,  without  recapturing  it,  see  how  many  instances 
like  that  there  are  and  then  find  out  if  this  tremendously  large  repair 
bill  is  actually  on  the  square.    I  think  you  can  find  something  in  that. 

Captain  Richardson.  Senator,  I  have  had  every  large  repair  bill 
that  has  come  to  my  knowledge  on  a  particular  project  completely  in- 
vestigated, and  in  many  instances  it  was  not  a  reimbursable  item. 

Mr.  Fulton.  Some  of  these  repairs  look  really  very  much — the 
McDougal  Construction  Co.  was  a  prime  contractor,  was  it  not,  on  one 
of  these  ? 

Captain  Richardson.  On  which  particular  project  was  that? 

Mr.  Fulton.  I  don't  know  which  project. 

Captain  Richardson.  Boston  General  Hospital. 

Mr.  Fulton.  I  note  that  the  total  rental  paid  on  their  equipment  was 
$41,000  and  that  the  repairs  was  $30,767. 

Captain  Richardson.  I  think,  Mr.  Fulton,  I  am  not  repudiating  your 
statement,  but  I  think  Mr.  MacDougald  would  like  to  give  you  the 
same  for  it  today.  I  just  disapproved  over  $11,000  in  repairs  on  that 
particular  project.  In  other  words,  that  came  from  their  purchase 
orders  where  they  have  requested 

Mr.  Fulton  (interposing).  Why  would  you  disapprove  the  repairs? 
Did  you  find  they  were  asking  for  improper  amounts? 

Captain  Richardson.  They  were  not  asking  for  improper  amounts. 
They  had  their  equipment  leave  the  project  and  then  they  requested 
repairs  which  they  had  put  through  purchase  orders  requesting  ap- 
proval of  the  constructing  quartermaster.  He,  in  turn,  called  me 
direct  to  Washington,  and  I  zoned  it  over  and  disapproved  it.  I  said 
the  equipment  had  left  the  project,  he  had  received  it,  and  I  saw  no 
reason  for  the  Government  to  spend  $11,000  on  his  equipment.  They 
may  have  been  justified,  but  I  had  to  stand  on  the  contract  itself. 
That  is  all. 

Mr.  Fulton.  Even  if  you  deduct  that  $11,000,  there  are  still  $19,000 
of  repairs  on  $41,000  of  equipment.    That  is  still  50  percent. 
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Captain  Richardson.  We  would  have  to  figure  the  repairs  that  were 
made  against  the  type  of  soil  he  was  moving,  on  the  length  of  time, 
and  the  amount  of  soil  moved  to  see  if  it  was  really  practical  and 
economical. 

Mr.  Fulton.  Well,  the  other  biggest  renter  of  equipment  on  that 
project  was  the  third-party  lessor,  who  rented  $27,000  of  equipment, 
for  repairs  of  only  $3,500,  or  a  little  over  a  ninth.  This,  compared  to 
a  half,  is  quite  disproportionate,  even  after  you  throw  out  $11,000. 

Captain  Richardson.  I  think  you  might  find  on  that  particular 
problem,  Mr.  Fulton — I  think  I  am  making  a  correct  statement — that 
the  contractor  rented  approximately  75  percent  new  equipment  that 
was  available  at  that  particular  time. 

Mr.  Fulton.  Whereas  he  furnished  primarily  old  equipment. 

Captain  Richardson.  I  have  checked  over  the  items  of  equipment 
he  asked  for  repairs  on,  and  the  oldest  item  was  a  5-year-old  shovel. 
The  rest  of  them  usually  ran,  as  an  average,  around  2  years  old, 
and  they  should  be  in  pretty  good  condition  unless  they  were  very 
badly  misused. 

Mr.  Fulton.  Have  you  found  anything  to  which  you  have  taken 
exception  in  the  question  of  equipment  rental  at  Camp  Blanding? 

Captain  Richardson.  Camp  Blanding?  Yes,  sir.  We  had  the 
equipment  schedule.  I  think  you  will  find  the  equipment  rental  agree- 
ments were  completely  revised  on  that  camp. 

Mr.  Fulton.  Well,  why  were  they  revised  ? 

Captain  Richardson.  The  constructing  quartermaster  had  approved 
them  for  the  Government,  but  I  still  thought  the  rentals  were  too 
high  and  stated  that  they  should  either  enter  into  a  new  rental  agree- 
ment or  a  supplementary  agreement  on  that. 

Mr.  Fulton.  Would  you  consider  that  a  good  or  a  bad  or  an 
intermediate  example  of  equipment  renting? 

Captain  Richardson.  As  a  general  picture,  I  would  say  that  the 
rentals  at  Blanding  were  a  little  above  the  normal  of  the  other  camps. 

Mr.  Fulton.  Did  they  have  too  much  machinery  there,  or  do  you 
think  it  was  about  what  they  required  ? 

Captain  Richardson.  Well,  in  many  instances  I  insisted  that  they 
release  for  other  projects  a  part  of  the  number  of  trucks  that  they 
had  that  I  didn't  feel  they  needed.  Of  course,  that  particular  camp 
was  scattered  over  quite  a  large  area  and  required  quite  a  bit  of 
equipment,  whereas,  if  it  were  centralized,  you  could  keep  your  equip- 
ment down.  I  think  they  were  working — this  is  from  memory — over 
46,000  acres,  and  naturally  that 

Mr.  Fulton  (interposing).  They  have  one  of  the  highest  ratios  of 
equipment  to  the  value  of  the  project. 

Captain  Richardson.  Well,  that,  I  believe,  would  be  due  to  the  large 
terrain  that  they  were  working;  that  is.  the  large  area  that  they  had 
to  work,  and  they  couldn't  centralize  their  equipment  to  perform.  For 
instance,  if  you  are  digging  800,000  yards  within  an  area  of  half  a 
mile,  you  could  naturally  use  less  equipment  than  if  it  is  scattered 
all  over  the  country. 

The  Chairman.  And  they  had  to  grade  the  whole  camp  before  they 
could  even  work  on  it. 

Captain  Richardson.  Sir,  I  wouldn't  know.  I  wasn't  down  there 
until  December  26.    I  think  that  was  the  first  time. 
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The  Chairman.  I  went  down  and  gave  them  a  good  scrutiny.  _ 

Captain  Richardson.  I  couldn't  answer  that  question.  I  was  just 
down  there  and  checked  that  particular  item  of  equipment. 

Mr.  Fulton.  One  thing  I  noted  about  Blanding  particularly,  is 
the  fact  that  they  seemed  to  have  a  great  many  different  valuations, for 
recapture  purposes  on  the  same  identical  type  of  equipment,  such  as 
a  Ford  pick-up  truck,  for  example.  Now,  I  note  there  that  in  one 
case  the  new  Ford  pick-up  was  valued  for  recapture  at  $706,  in  another 
case  at  $754,  and  in  another  case  at  $885. 

Captain  Richardson.  Who  was  the  lessor,  Mr.  Fulton? 

Mr.  Fulton.  Various  different  lessors,  but  they  are  all  new  pieces 
of  equipment. 

Captain  Richardson.  I  mean  on  Blanding  there  was  a  lessor  there 
at  that  particular  camp  on  automotive  equipment.  We  had  a  very 
bad  sand  condition  at  that  particular  camp. 

Mr.  Fulton.  Whether  you  have  a  bad  sand  condition 

Captain  Richardson  (interposing).  I  mean  we  required  them  to 
make  all  repairs — everything. 

Mr.  Fulton.  But  on  the  question  of  the  value  of  a  new  truck,  it 
doesn't  matter  whether  there  is  sand  there  or  not,  it  is  still  only  a 
new  truck,  and  it  has  the  same  value  as  any  other  new  truck  on  the 
same  project. 

Captain  Richardson.  Mr.  Fulton,  if  you  had  to  make  all  the  re- 
pairs, which  were  at  that  time  an  unknown  factor,  on  the  equipment 
that  you  placed  on  the  project,  and  you  were  not  receiving  additional 
recapture  price  for  that  when  you  recaptured  it,  don't  you  think 
that  would  show  up  in  the  valuation  of  your  truck  ? 

Mr.  Fulton.  You  mean,  then,  Captain  Richardson,  that  you  didn't 
fix  these  values  for  recapture  or  didn't  attempt  to  fix  them  at  the 
value  of  the  article  at  all,  but  took  into  consideration  every  other 
factor  that  you  thought  might  have  a  bearing  on  whether  it  was  a 
profitable  contract? 

Captain  Richardson.  Every  item  that  came  in  on  the  report  that 
was  overvalued,  according  to  my  office,  was  sent  back.  They  were 
told  either  to  get  rid  of  the  equipment  or  to  enter  into  a  supple- 
mentary agreement  with  the  lessor  to  reduce  the  valuation. 

Mr.  Fulton.  Is  a  half -ton  Ford  pick-up  worth  $885? 

Captain  Richardson.  I  wouldn't  pay  $885  for  it. 

Mr.  Fulton.  Even  $706  is  pretty  high  if  you  are  going  to  buy 
hundreds  of  them,  isn't  it  ? 

Captain  Richardson.  I  figured  in  this  particular  case — well,  I  will 
answer  your  direct  question.  If  I  were  to  buy  100,  or  200,  or  300  of 
them;  yes. 

Mr.  Fulton.  Well,  you  did  have  100  or  200  or  300,  didn't  you  ? 

Captain  Richardson.  But  they  were  not  on  the  project  at  one  time. 
They  didn't  start  with  100  pick-up  trucks.    They  started  off  with  5. 

Mr.  Fulton.  Who  owns  them  today? 

Captain  Richardson.  We  own  them. 

Mr.  Fulton.  But  we  bought  them  at  $885  ? 

Captain  Richardson.  I  wouldn't  say  only  "we."  I  will  say  the 
W.  P.  A.,  the  United  States  Government — that  is,  speaking  of  the 
United  States  Army — and  the  Public  Health  Service. 

Mr.  Fulton.  And  if  we  are  buying  those  direct,  what  would  we 
pay  for  them  in  those  lots  ? 
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Captain  Richardson.  I  would  have  to  check  the  exact  price  from 
the  reports,  but  I  can  let  you  know. 

Mr.  Fulton.  Wouldn't 'it  be  under  $700? 

Captain  Richardson.  If  I  am  not  mistaken,  the  pick-up  truck 
bought  by  the  Army— bought  by  Motor  Transport  of  the  Army — 
cost  approximately  $628.    That  is  less  tax,  and  so  forth. 

Mr.  Ftjlton.  Isn't  that  a  pretty  bad  record  when  you  are  buying 
them  for  $885? 

Captain  Richardson.  We  were  not  buying  them.  We  were  rent- 
ing them  with  a  recapture  sales  contract. 

Mr.  Fulton.  Which  is  this?  A  sale? 

Captain  Richardson.  It  is  now.  It  wasn't  to  start  off  with.  I 
don't  know  that  anyone  could  consider  it  a  sale  to  start  with. 

Mr.  Fulton.  You  take  $628  and  $885,  that  is  considerably  in  ex- 
cess of  35  percent  more  than  the  purchase  price. 

Captain  Richardson.  That  is  correct. 

Mr.  Fulton.  And  there  are  literally  hundreds  of  these  Ford  pick- 
ups alone  in  this  camp,  are  there  not  ? 

Captain  Richardson.  I  think  there  are  254,  if  I  am  not  mistaken, 
from  checking  over  my  old  records,  that  is,  Fords  and  Chevrolets, 
and  so  forth — different  types. 

Mr.  Fulton.  And  this  same  thing  applies  to  the  new  l^-ton  Ford 
stake  trucks,  does  it  not? 

Captain  Richardson.  What  is  the  price  quoted  there? 

Mr.  Fulton.  There  are  three  or  four  prices  quoted :  $1,475  is  one ; 
$1,300  is  another ;  and  $1,330. 

Captain  Richardson.  During  the  recapture  of  a  bit  of  equipment 
at  Blanding,  we  had  received  complaints.  The  owners  said  we  were 
buying  them  for  less  than  they  paid  for  them.  In  that  instance  they 
were  individual  owners  and  asked  if  they  couldn't  get  them  back 
and  gave  us  statements  showing,  they  paid  far  in  excess  of  what  we 
paid  for  them,  in  some  instances  $200.  I  still  grant  that  with  mass 
purchasing,  you  could  have  saved  money.     That  has  been  granted. 

The  Chairman.  You  don't  contend,  as  the  Colonel  did  yesterday, 
that  you  can't  buy  for  less  money  when  you  buy  a  lot  of  them? 

Captain  Richardson.  No,  sir;  I  think  that  you  could,  as  we  are 
doing  now.  I  have  bought  ordnance  plant  equipment,  as  I  told 
you  the  other  day,  and  we  saved  approximately  eight  and  a  half 
million  dollars.  That  is  a  round  figure  and,  of  course,  is  a  guess. 
Yesterday  I  bought  a  group  of  tractors  for  a  new  ordnance  plant  just 
starting  and  save  12  percent  on  them. 

The  Chairman.  Don't  you  think  that  you  would  have  saved  a  lot 
of  trouble  if  you  had  set  up  a  recapture  value  on  these  various  pieces 
of  equipment  which  you  know  you  are  going  to  recapture,  so  that 
everybody  would  be  treated  exactly  alike.  You  wouldn't  have  one 
car  for  $700  and  another  car  of  the  same  make  and  model  for  $885. 

Captain  Richardson.  That  is  granted,  Senator. 

The  Chairman.  Are  you  doing  that  1 

Captain  Richardson.  Yes,  sir.  In  other  words,  the  way  the  pro- 
gram is  now,  sir,  we  have  been  making  a  preliminary  survey  to  show 
approximately,  very  close  to  the  amount  of  dirt  to  be  removed  and  the 
type  of  terrain  that  they  will  go  into.  Therefore,  with  that  list,  I  can 
anticipate  what  that  camp  will  need.  We  are  anticipating  and  in- 
stead of  renting  one  or  two  items  from  this  individual  owner  or  that 
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individual  owner  or  this  manufacturer,  if  he  will  rent  (usually  it  is 
pretty  hard  to  make  a  manufacturer  rent  direct  to  you),  we  are  taking 
a  complete  lot.  It  probably  won't  be  100  percent  of  the  equipment 
on  the  job,  but  it  will  represent  a  larger  or  major  portion  of  that  job. 
We  are  then  negotiating  in  my  office  in  Washington  on  the  purchase 
and  the  rental  to  see  what  the  saving  will  be,  the  rec  apture  price  being 
taken  into  consideration  against  the  purchase  price ;  also  the  1  percent 
would  have  to  be  paid. 

The  Chairman.  It  ought  to  be  handled  in  a  way  so  it  is  fair  to  every- 
body, particularly  so  it  is  fair  to  the  Government. 

Captain  Richardson.  That  is  what  we  are  trying  to  make  it — very 
fair  for  the  Government. 

Mr.  Fulton.  This  Roberts-Hall  Co.  that  rented  about  800  trucks  in 
August 

Captain  Richardson  (interposing).  Who  is  that? 

Mr.  Fulton.  Roberts-Hall.     They  are  at  Camp  Blanding. 

Captain  Richardson.  Roberts-Hall  Co.? 

Mr.  Fulton.  Yes.  Do  you  know  the  nature  of  their  business? 
Were  they  dealers  ? 

Captain  Richardson.  I  understand  that  Roberts-Hail,  if  I  am  not 
mistaken  (that  name  isn't  very  familiar  to  me),  is  the  distributor  in 
Florida  for  the  Ford  Motor  Co.  It  may  be  General  Motors  or  Ford — 
there  are  so  many  of  them  that  come  in. 

Mr.  Fulton.  Were  they  ordinary  equipment  renters  ?  I  take  it  you 
think  they  were,  and  I  believe  you  are  right.  They  were  distributors 
of  the  car. 

Captain  Richardson.  They  were  distributors  for  the  whole  State  of 
Florida,  I  think.     I  think  that  is  their  position. 

Mr.  Fulton.  That  being  so,  I  should  think  it  would  b3  quite  obvious 
to  the  Constructing  Quartermaster  that  they  weren't  paying  retail 
prices  for  those  cars. 

Captain  Richardson.  That  is  correct.  I  think  you  could  find  in  the 
records  of  the  camp  where  I  contested  the  particular  price  that  they 
had  set  up. 

Mr.  Fulton.  I  think  you  required  them  to  make  an  adjustment  on 
many  of  their  items. 

Captain  Richardson.  That  is  correct. 

Mr.  Fulton.  About  half  of  the  800. 

Captain  Richardson.  Just  exactly  half,  if  I  am  not  mistaken. 

Mr.  Fulton.  And  in  that  adjustment,  you  gave  them  part, 
but  not  all,  of  that  difference.  I  mean  you  took  part,  and  they  took 
part,  the  difference  between  the  two. 

Captain  Richardson.  In  other  words,  here  is  the  situation.  As  I 
explained,  according  to  our  contract,  the  constructing  quartermaster 
had  accepted  that  valuation  for  the  Government.  I  couldn't  go  in 
and  say  "You  have  to  do  this."  I  could  say,  "You  have  to  do  it  or 
get  your  trucks  off." 

Mr.  Fulton.  You  did  the  best  you  could. 

Captain  Richardson.  We  had  approximately  40  percent  equity, 
and  I  figured  that  in  this  particular  instance  by  giving  them  ap- 
proximately 5  and  taking  12,  where  we  would  have  lost  the 
other  40  percent  equity,  I  figured  that  was  the  best  possible  posi- 
tion I  could  put  the  Government  in  there  by  saving  that  amount, 
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If  we  had  turned  them  loose,  if  I  had  said,  "Get  them  off  the  job," 
we  would  have  needed  them  again  the  next  day  from  somebody  else. 
We  had  40  percent  equity  in  the  ones  that  were  there. 

Mr.  Fulton.  I  am  not  criticizing  your  action. 

Captain  Richardson.  I  am  just  telling  you  the  position  I  was 
placed  in  due  to  the  way  the  basic  contract  was  written. 

Mr.  Fulton.  But  the  question  I  had  in  mind  is  what  kind  of  re- 
port was  made  with  respect  to  the  constructing  quartermaster  who 
put  you  in  that  position? 

Captain  Richardson.  The  constructing  quartermaster  was  replaced 
at  that  particular  station  exactly  5  days  later,  sir. 

Mr.  Fulton.  I  understand  he  has  since  been  promoted  in  the  Army. 

Captain  Richardson.  If  he  has,  I  don't  think  he  is  in  the  Con- 
struction Division.  I  think  you  will  find  him  in  the  Quartermaster 
Depot.  I  am  not  making  that  as  a  definite  statement,  but  I  am  sure 
that  he  is  not  in  the  Construction  Division  any  more. 

Mr.  Fulton.  Now,  on  these  projects  where  part  of  this  equipment 
is  not  going  to  be  recaptured,  as  I  understand  you,  even  yet  your 
estimates  are  that  only  about  50  percent  ultimately  will  be  recap- 
tured of  the  equipment  you  have  rented. 

Captain  Richardson.  It  will  run  above  50  percent,  Mr.  Fulton. 

Mr.  Fulton.  What  would  you  estimate? 

Captain  Richardson.  Frankly  your  guess  would  be  as  good  as  mine 
until  the  completion  of  the  job,  until  we  can  find  out  exactly  what 
we  do  need. 

Mr.  Fulton.  If  we  assume  it  is  more  than  50  percent,  say  it  is  60 
percent,  it  would  be  a  very  high  fraction. 

Captain  Richardson.  I  think  the  supplementary  report  I  will  give 
you  as  of  July  30  will  show  approximately  50  percent  now,  and  we 
have  projects  that  won't  be  completed  for  12  or  13  months. 

Mr.  Fulton.  But  assume,  then,  that  it  won't  be  even  half,  it  still 
will  be  a  very  sizeable  percentage  that  will  never  be  recaptured — 30 
or  40  percent  ? 

Captain  Richardson.  I  would  imagine,  as  a  guess,  I  say,  we  may 
get  up  to  75  or  80  percent. 

Mr.  Fulton.  Even  assuming  80,  you  still  have  20  percent. 

Captain  Richardson.  I  am  speaking  for  the  Army  now.  As  I  stated 
before,  we  have  been  giving  to  the  United  States  engineers  (I  am 
just  speaking  of  the  Quartermaster  Corps — not  of  the  Army)  the 
privilege  of  recapturing  from  us;  we  are  giving  W.  P.  A.  up  to  a 
certain  amount  which  has  been  specified  by  the  Secretary  of  War's 
office,  Public  Works,  and  the  United  States  Navy.  Any  time  we  can 
help  them  we  are  very  glad  to,  if  we  have  a  surplus  item  of  equipment. 
And  when  we  take  all  those  things  into  consideration — it  all  has  to  be 
a  guess  now — it  will  run  a  very  high  figure. 

Mr.  Fulton.  Then  that  means  that  it  would  have  been  highly  desir- 
able if  we  had  had  some  kind  of  coordination  between  the  Navy  and 
the  Army  in  the  earlier  part,  to  determine  just  what  we  really  would 
need. 

Captain  Richardson.  In  other  words,  we  have  had  coordination 
among  the  Army  agencies,  and  at  the  request  of  W.  P.  A.,  who  had  no 
priority  to  obtain  equipment — and  you  can't  get  shipment  of  equipment 
except  on  a  priority  now — we  allowed  them  to  take  some  surplus 
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equipment  to  get  projects  started,  that  is,  in  the  vicinity  of  Army  camps 
only,  possibly  secondary  roads  in  an  Army  camp,  or  a  military  school 
area  just  inside  of  the  camp,  or  a  maneuvering  area,  or  something  of 
that  type. 

Mr.  Fulton.  It  is  because  of  that  high  percentage  that  you  ulti- 
mately expect  to  recapture  that,  I  understood,  you  revised  your  esti- 
mate of  what  the  Government  could  have  saved  by  purchasing  directly 
to  somewhere  around  12  or  13  million. 

Captain  Richardson.  That  will  have  to  be  a  guess,  just  like  the 
eight  and  a  half.  We  will  have  to  wait  for  the  final  picture.  Then  I 
can  make  a  statement  that  will  be  accurate  and  see  what  we  could  have 
saved,  taking  everything  into  consideration. 

KATE  SCHEDULES  FOR   EQUIPMENT  RENTAL 

Mr.  Fulton.  Now,  with  respect  to  that  Associated  General  Con- 
tractors' schedule,  it  did  include,  did  it  not,  an  item  for  repairs  ? 

Captain  Richardson.  That  is  correct,  sir. 

Mr.  Fulton.  And  it  also  included  no  salvage  value  ? 

Captain  Richardson.  That  is  correct. 

Mr.  Fulton.  And  the  depreciation  was  pretty  high,  too,  wasn't  it,  on 
a  lot  of  those  items,  so  that  it  became  merely  a  burden  to  the  con- 
tractors to  keep  it  more  than  3  years,  because  they  would  have  to  pay 
taxes  on  a  lesser  depreciation  they  had  used  up  in  earlier  years. 

Captain  Richardson.  Frankly,  Mr.  Fulton,  I  have  never  considered 
that  a  schedule  of  rental  rates. 

Mr.  Fulton.  It  is  supposed  to  be  ownership  expense. 

Captain  Richardson.  It  is  supposed  to  be  a  schedule  to  amortize  the 
capital  investment  of  the  contractor,  but  they  take  so  many  excep- 
tions, as  you  probably  read  in  the  foreword  of  it,  each  particular  job 
would  have  to  be  taken  into  consideration  as  to  what  was  going  to 
happen,  as  to  whether  you  could  use  that  as  a  schedule  to  amortize  your 
equipment.  But  it  leaves  too  many  unconditional  things  in  the  fore- 
ward  that  you  can't  bring  down  the  true  facts. 

Mr.  Fulton.  As  I  undersood  it,  the  Army  prepared  a  somewhat 
lower  schedule  by  reason  of  the  exclusion  of  the  repairs,  to  prevent 
those  being  included  twice. 

Captain  Richardson.  That  is  correct ;  yes. 

Mr.  Fulton.  And  you  have  since  prepared  further  schedules  of 
your  own  ? 

Captain  Richardson.  That  is  correct »  the  latest  schedule  is  of  May 
19,  1941. 

Mr.  Fulton.  How  does  that  compare  generally  with  the  contractors' 
schedule  ? 

Captain  Richardson.  That  is  approximately  30  percent  under  the 
rates  of  the  contractors,  that  is,  on  items.     Take  it  as  a  whole  ? 

Mr.  Fulton.  As  a  whole ;  yes. 

Captain  Richardson.  I  would  say  around  22  percent  under  the 
A.  G.  C.  ownership  schedule. 

Mr.  Fulton.  And  that  is  your  best  estimate  of  what  the  actual 
expense  is.     Is  that  correct  ? 

Captain  Richardson.  That  is  correct,  and  that  is  with  the  Army's 
making  the  repairs  that  they  are  today. 
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Mr.  Fulton.  Yes ;  with  the  Army's  doing  what  it  has  been  doing. 

Captain  Richardson.  That  is  right,  and  we  still  don't  want  those 
repairs  to  be  in  excess. 

Mr.  Fulton.  Then  the  repairs  on  the  basis  of  that  A.  G.  C.  schedule 
certainly  wouldn't  be  unfair  to  these  contractors. 

Captain  Richardson.  I  wouldn't  think  so,  in  some  instances,  unless 
you  have  a  job  which  was  particularly  hard  on  your  equipment. 

Mr.  Fulton.  Would  you  agree  with  Mr.  McNairy  that  he  should  not 
only  take  the  A.  G.  C.  schedule  but  add  a  sixth  to  it  ? 

Captain  Richardson.  I  Have  always  figured  the  A.  G.  C.  is  as  our  new 
schedule  is — 240  hours  a  month,  30  days  a  month,  and  8  hours  a  day  on 
the  original  basic  shift,  with  50  percent  of  the  basic  rate  to  be  paid  for 
additional  shifts. 

Mr.  Fulton.  The  only  thing  I  was  trying  to  reach  was  the  question 
of  the  conclusion  as  to  whether  adding  a  sixth  to  the  A.  G.  C.  wouldn't 
be  expected  to  give  him  substantially  more  than  his  actual  ownership 
expense. 

Captain  Richardson.  As  I  stated,  my  interpretation  of  the  A.  G.  C. 
ownership  expense  has  been  that  it  was  based  on  a  30-day  month,  mak- 
ing no  deductions  for  Sundays  and  holidays,  as  it  states. 

Mr.  Fulton.  Are  you  familiar  with  these  two  schedules  of  the  Asso- 
ciated Equipment  Distributors  ? 

Captain  Richardson.  Yes,  sir ;  I  am. 

Mr.  Fulton.  The  so-called  Red  and  Green  ? 

Captain  Richardson.  I  received  a  copy  of  the  Red  schedule,  and  they 
asked  for  our  comment.  I  stated  that  it  was  too  high.  Then  they 
came  with  the  Green  schedule.  The  Green  schedule  is  the  final  sched- 
ule ;  the  Red  one  was  preliminary. 

Mr.  Fulton.  The  Green  was  lower  than  the  Red  ? 

Captain  Richardson.  Yes ;  in  many  items  I  understand  it  was  lower. 
I  didn't  have  time  to  go  over  each  particular  item.  I  had  to  take  them 
as  a  general  thing,  and  we  particularly  took  under  consideration  a  large 
number  of  the  items  which  we  are  renting,  for  instance,  tractors,  shovel 
equipment,  dragline  equipment,  and  grading  equipment. 

Mr.  Fulton.  How  does  that  Green  one,  even  though  it  is  lower  than 
the  Red,  compare  with  the  contractors'  schedule  ? 

Captain  Richardson.  Reimbursement  to  the  contractor  ?  It  was,  to 
the  best  guess,  at  least  40  to  43  percent  over  the  White  schedule,  dated 
May  1941. 

Mr.  Fulton.  That  is  your  schedule  ? 

Captain  Richardson.  That  is  correct. 

Mr.  Fulton.  And  in  between  yours  and  that  would  be  the  con- 
tractors' schedule  % 

Captain  Richardson.  That  is  correct;  yes,  sir. 

Mr.  Fulton.  Now,  many,  many  of  these  items  that  you  see  in  these 
lists  run  considerably  higher  than  even  that  Green  schedule,  which  is 
43  percent  over  your  estimated  ownership  expense.  What  happens 
when  you  see  that  kind  of  thing? 

Captain  Richardson.  When  we  see  it — in  other  words,  take  a  spe- 
cific camp,  and  I  can  tell  you  whether  it  has  been  found.  In  the  cases 
I  have  found,  I  have  gone  back  for  reimbursement  for  the  Govern- 
ment, in  every  instance  requiring  the  contractor  to  go  back  to  that 
particular  schedule. 
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Mr.  Fulton.  You  negotiated  a  change  back? 

Captain  Richardson.  That  is  correct.  On  December  17,  1940,  Gen- 
eral Field  Letter  No.  35  was  sent  from  my  office,  showing  how  to 
compute  rentals  under  our  original  White  schedule,  and  that  no  rates 
would  be  paid  above  that. 

Mr.  Fulton.  I  noticed  one  instance  in  which  one  contractor  was 
charging  time  and  a  half  for  overtime  on  a  machine. 

Captain  Richardson.  That  is  the  only  instance  in  the  country,  and 
they  said  it  was  a  misinterpretation  of  the  contract.  We  are  trying 
to  see  if  we  can't  do  something  about  it  right  now. 

Mr.  Fulton.  Well,  generally  speaking,  where  you  have  seen  these 
higher  rates 

Captain  Richardson  (interposing).  We  have  immediately  investi- 
gated it  and  required  them  to  reimburse  the  Government  and  to  get 
the  reimbursement  directly  back  to  the  White  schedule. 

Mr.  Fulton.  Have  you  investigated  to  find  out  why  the  quarter- 
master allowed  it  in  the  first  place? 

Captain  Richardson.  Well,  usually  the  quartermaster  is  a  pretty 
busy  man,  and  he  has  to  delegate  this  authority  to  a  machinery  man. 
I  am  speaking  of  a  mechanical  officer,  not  a  machinery  man.  You 
usully  find  that  the  mechanical  officer  may  approve  these  contracts 
for  him.  For  instance,  he  would  have  eight  or  nine  hundred  of 
these  contracts  on  the  job,  and  he  will  approve  them  and  come  in,  and 
the  quartermaster  has  to  have  confidence  in  the  man  under  him  and 
think  that  he  will  carry  his  job  well. 

Mr.  Fulton.  Are  some  of  these  mechanical  officers,  mechanical 
men,  salesmen,  or  ex-salesmen  of  equipment? 

Captain  Richardson.  I  have  found  very  few  that  had  really  con- 
struction equipment  experience.  There  are  very  few  that  I  can  find 
in  the  United  States.  I  have  two  in  my  office,  and  there  are  two  in 
the  field  that  are  definitely  very  good  mechanical  engineers,  and  the 
zones  now  have  a  good  mechanical  engineer  and,  whether  he  be  an 
officer  or  a  civilian,  he  gives  them  closer  contact  and  puts  them  in  a 
position  to  get  better  valuations  on  the  equipment. 

Mr.  Fulton.  Have  they  displaced  these  men  who  made  those  mis- 
takes ? 

Captain  Richardson.  Yes,  sir ;  they  have.  They  have  been  changed 
to  other  jobs  with  which  they  are  more  familiar. 

Mr.  Fulton.  Has  any  notation  of  that  particular  thing  been  for- 
warded by  your  office  with  respect  to  the  question  of  the  constructing 
quartermaster  himself.    I  don't  mean  names. 

Captain  Richardson.  No  ;  of  course.  If  I  went  to  a  camp  and  they 
were  having  trouble  with  equipment  rentals  in  the  camp,  when  I 
came  back  in,  it  would  be  up  to  me  to  make  recommendation  as  far 
as  mechanical  equipment  and  how  it  was  handled  to  the  chief  of 
the  construction  division,  of  the  job  they  were  doing,  and  a  true  pic- 
ture of  it.  That  would  be  a  recommendation  of  doing  a  good  job  or 
a  bad  one. 

Mr.  Fulton.  There  will  be  some  more  camps  built  very  shortly. 

Captain  Richardson.  That  is  correct. 

Mr.  Fulton.  We  don't  want  the  same  mistakes  to  be  made  by  the 
same  men. 
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Captain  Richardson.  I  can  assure  you,  Mr.  Fulton,  that  we  have  in 
the  zone  offices  not  only  officers  that  are  very  familiar  with  rental 
equipment,  but  also  civilians  that  are  under  them  as  inspectors. 

The  Chairman.  That  is  all,  Captain. 

Captain  Richardson.  Thank  you,  sir. 

The  Chairman.  Mr.  Farnum.  Do  you  solemly  swear  to  tell  the 
truth,  the  whole  truth,  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Farnum.  I  do. 

TESTIMONY  OF  ELDON  M.  FARNUM,  SALES  MANAGER,  GEORGE  F. 
SMITH  CO.,  ST.  LOUIS,  MO. 

The  Chairman.  Just  be  seated  and  give  the  reporter  your  name 
and  connections,  please. 

Mr.  Farnum.  Eldon  M.  Farnum,  sales  manager  for  George  F. 
Smith  Co.,  St.  Louis,  Mo. 

The  Chairman.  Proceed,  Mr.  Fulton. 

Mr.  Fulton.  Mr.  Farnum,  would  you  tell  us  your  association  or 
connection  with  the  question  of  the  equipment  rented  on  construction 
projects? 

Mr.  Farnum.  It  is  my  duty,  as  sales  manager  of  the  company 
that  I  represent,  to  supervise  sales  and  rentals  and  servicing  of  equip- 
ment for  my  company. 

Mr.  Fulton.  Your  company  is  a  dealer  in  equipment  ? 

Mr.  Farnum.  We  prefer  to  be  called  a  distributor. 

Mr.  Fulton.  That  is,  you  buy  directly  from  the  manufacturer  in- 
stead of  through  a  distributor  ? 

Mr.  Farnum.  That  is  correct,  sir. 

Mr.  Fulton.  And  do  you  also  rent  equipment? 

Mr.  Farnum.  Yes,  sir. 

Mr.  Fulton.  What  company  is  that  ? 

Mr.  Farnum.  The  George  F.  Smith  Co.,  of  St.  Louis. 

Mr.  Fulton.  And  is  it  a  member  of  an  association  of  equipment 
distributors  ? 

Mr.  Farnum.  Yes,  sir. 

Mr.  Fulton.  What  is  that  association? 

Mr.  Farnum.  What  is  the  Associated  Equipment  Distributors? 
The  Associated  Equipment  Distributors  is  a  national  organization 
of  firms  engaged  in  the  renting,  servicing,  and  supplying  of  construc- 
tion jobs  with  construction  machinery. 

Mr.  Fulton.  Are  you  an  officer  of  that,  or  were  you  ? 

Mr.  Farnum.  I  am  not  an  officer  of  the  A.  E.  D.  I  am  chairman 
of  the  rental  committee  for  A.  E.  D.,  sir. 

Mr.  Fulton.  And  as  such  were  charged  by  the  trade  association 
with  working  on  this  particular  problem? 

Mr.  Farnum.  That  is  correct,  sir. 

Mr.  Fulton.  Was  it  you  who  prepared  the  Red  and  Green  sched- 
ules that  were  referred  to  by  Captain  Richardson  ? 

Mr.  Farnum.  Yes,  sir. 

Mr.  Fulton.  As  I  understood  it — correct  me  if  I  am  wrong — that 
Hed  schedule  was  prepared  in  about  3  days,  was  it  not  ? 
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Mr.  Farnum.  In  one  sense,  Mr.  Fulton,  that  is  correct.  However, 
the  work  that  I  had  been  doing  on  preparing  the  schedule  dated  back 
over  a  period  of  about  5  years. 

Mr.  Fulton.  Had  you  circularized  these  companies  to  find  out 
their  profits  and  their  ratios? 

Mr.  Farnum.  No;  I  didn't  circularize  them  to  find  out  their  profits. 
I  asked  them  for  information  as  to  rental  rates  that  they  were 
receiving  for  equipment  they  rented. 

Mr.  Fulton.  Well,  in  the  equipment-rental  business,  at  least  in 
regular  years,  without  defense  program,  it  is  a  hazardous  business, 
is  it  not? 

Mr.  Farnum.  That  is  correct ;  yes,  sir. 

Mr.  Fulton.  They  may  have  equipment  that  will  be  rented,  al- 
though capable  of  being  used  12  months  a  year,  only  2  or  3  months, 
or  even  less? 

Mr.  Farnum.  I  can  say,  Mr.  Fulton,  that  the  average  equipment 
owned  by  a  distributor  generally  is  rented  approximately  4  to  6 
months  out  of  each  year. 

Mr.  Fulton.  And  what  I  meant  was  that  you  are  not  always  sure 
at  regular  times  whether  jours  will  be  3  or  6  months? 

Mr.  Farnum.  That  is  correct. 

Mr.  Fulton.  Therefore,  there  is  quite  a  hazard  in  dealing  in  that 
particular  business. 

Mr.  Farnum.  That  is  right. 

Mr.  Fulton.  When  you  have  a  defense  program  coming  along 
which  will  use  all  the  equipment  that  can  be  put  out,  doesn't  that, 
by  reason  of  eliminating  part  of  that  hazard,  render  it  possible  to 
rent  that  equipment  for  less  rather  than  more  than  you  were  getting 
before  ? 

Mr.  Farnum.  I  don't  believe  that  the  equipment  is  being  rented 
for  more.  My  honest  opinion  is  that  in  a  good  many  cases — I  am 
speaking  now  from  the  experience  of  the  company  that  I  represent — 
it  is  being  rented  for  less.  There  are  features  that  enter  into  this 
defense  program;  that  is,  that  in  a  good  many  cases  the  equip- 
ment is  being  recaptured,  and  when  it  is  recaptured,  if  you  will 
pardon  me,  please,  we  are  financing  the  Government  on  that  equip- 
ment that  they  are  renting;  and  with  a  good  portion  of  it  being 
recaptured,  we,  in  effect,  are  not  renting  the  Government  equip- 
ment— we  are  selling  it  to  them  on  extended  terms  which  we  wouldn't 
ordinarily  accept  under  ordinary  conditions. 

Mr.  Fulton.  By  that  you  mean  that  this  double  phase  of  the  thing, 
that  is,  rental  and  sale 

Mr.  Farnum.  That  is  right. 

Mr.  Fulton.  Makes  it  difficult  for  you  to  fix  either  rates  or  sales 
prices? 

Mr.  Farnum.  Say  that  again,  please. 

Mr.  Fulton.  What  I  meant  was  that,  being  a  hybrid  type  of  con- 
tract, it  partakes  of  a  good  deal  of  the  vice  of  both  and  loses  some 
of  the  virtues  of  both,  from  your  standpoint  as  well  as  from  the 
Government's. 

Mr.  Farnum.  In  effect,  that  is  correct,  sir. 

Mr.  Fulton.  If  they  were  asking  you  for  a  sale  and  nothing  but  a 
sale,  would  you  be  necessarily  asking  for  these  percentages  over  and 
above  your  net  cost?    I  don't  know.    I  am  just  inquiring. 
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Mr.  Faenum.  Well,  if  you  came  to  me  and  asked  me  to  sell  you  a 
piece  of  equipment,  I  would  quote  you  one  price  if  you  were  going  to 
pay  for  it  right  now. 

Mr.  Fulton.  In  cash. 

Mr.  Faenum.  That  is  right.  If  you  asked  me  to  sell  you  a  piece  of 
equipment  over  a  period  of  a  year,  then,  naturally,  I  would  have  to  ask 
you  for  at  least  some  financing  charge. 

Mr.  Fulton.  And  because  of  the  uncertainty  involved  in  an  op- 
tion, uncertainty  that  might  keep  your  money  tied  up  or  might  release 
it  at  times  that  you  didn't  expect  it  to  be  released,  you  have  to  take 
that  into  consideration. 

Mr.  Faenum.  That  is  correct.  There  is  an  element  of  risk  involved 
there.    That  is  right. 

Mr.  Fulton.  So  the  conclusion  is  accurate  that  even  from  your 
standpoint,  if  you  were  selling  it,  you  probably  would  have  sold  at 
lesser  prices. 

Mr.  Faenum.  Well,  that,  Mr.  Fulton,  would  depend.  There  are  a 
number  of  features  involved  there.  Ii  we  are  speaking  of  the  de- 
pression days,  yes ;  if  you  are  speaking  of  depression  days  when  you 
had  hardly  enough  work  in  your  plant  to  keep  your  plant  operat- 
ing, you  would  either  sell  or  rent  to  keep  your  organization  together 
at  prices  lower  than  you  would  if  your  plant  was  operating  at  full 
capacity,  whether  it  be  a  rental  or  a  sale,  and  I  think  that  is  justifiable. 

Mr.  Fulton.  Do  you  agree  with  Captain  Richardson's  testimony 
with  respect  to  those  pick-up  trucks,  that  we  could  have  bought  them, 
in  that  case  at  Camp  Blanding,  for  35  percent  or  more  less  han  we  were 
paying  for  them  under  that  recapture  provision  with  a  distributor? 

Mr.  Faenum.  Well,  Mr.  Fulton,  the  element  of  competition  would 
enter  into  that  picture.  If  you  bought  one  truck  or  if  you  bought  five 
trucks,  that  would  be  one  picture.  If  you  bought  a  hundred  trucks, 
that  would  be  another  picture.  If  you  bought  them  from  a  distributor, 
that  would  be  one  story;  if  you  bought  them  from  a  manufacturer, 
that  would  be  another  story.  Whether  or  not  the  prices  would  be 
higher  or  lower  would  depend,  as  I  said  before,  on  whether  a  manu- 
facturer, with  his  plant  going  at  full  blast  and  being  unable  to 
obtain  the  necessary  materials  for  manufacture,  would  quote  you  a 
lower  price,  I  don't  know.  It  may  be  possible  that  under  the  present 
conditions  if  you  went  out  to  purchase  brand-new  equipment  from 
a  manufacturer,  it  might  still  be  necessary  to  pay  prices  consid- 
erably higher — I  am  speaking  of  the  present  time — than  you  might 
have  paid  3  or  4  years  ago,  or  2  years  ago. 

Mr.  Fulton.  My  question,  though,  related  to  the  question  of  the 
fleet  truck  purchases.  Have  you  any  reason  to  disagree  with  his  state- 
ment that  the  Government  can — in  fact,  is,  I  think — buy  pick-up  trucks 
from  the  Ford  Motor  Co.  at  such  substantially  lower  percentages  ? 

Mr.  Faenum.  Mr.  Fulton,  you  are  in  a  better  position  to  know 
that  than  I  am.  I  am  not  familiar  with  the  quantity  purchases  by 
the  Government.  The  company  that  I  represent  have  never  sold 
any  branch  of  the  Government  here  in  Washington  equipment  in 
fleet  lots.  In  fact,  we  have  never  sold  anything,  to  the  best  of  my 
knowledge,  to  the  Government  here  in  Washington.  Therefore,  I 
would  be  willing  to  accept  either  yours  or  Captain  Richardson's 
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advice  as  to  just  what  you  could  do  in  that  respect.  I  don't  mean  to 
say  that  buying  in  quantities,  you  can't  buy  cheaper.  It  is  only 
reasonable  to  assume  that  you  could  under  certain  conditions. 

Mr.  Fulton.  Well,  did  you,  as  an  equipment  distributing  rental 
committee,  try  to  set  up  a  schedule  of  recapture  prices  or  any  criteria 
by  which  they  should  be  determined? 

Mr.  Farnum.  No,  sir.  Each  individual  distributor  sets  his  own 
recapture  value  on  a  piece  of  machinery. 

Mr.  Fulton.  Then  you  limited  yourself  to  the  question  of  rentals? 

Mr.  Farnum.  Preparing  an  average  rental  schedule  to  be  used  as 
a  guide,  that  is  correct,  sir. 

Mr.  Fulton.  Would  you  disagree  with  his  conclusion  that  your 
schedule  is  some  43  percent,  that  is,  your  Green  schedule,  higher  than 
the  Army's  estimate  of  ownership  expense  ? 

Mr.  Farnum.  Sir,  I  can't  answer  that  question  because  I  have 
never  seen  the  schedule  that  Captain  Richardson  referred  to.  I 
would  have  to  check  that. 

The  Chairman.  Are  you  familiar  with  the  Associated  General 
Contractors'  Ownership  rental? 

Mr.  Farnum.  Senator  Truman,  I  may  have  misunderstood  the 
captain's  statement.  I  was  of  the  opinion  that  he  was  referring  to 
the  new  schedule  that  was  set  up  by  the  constructing  quartermaster. 
I  don't  believe  that  he  was  referring  to  the  A.  G.  C.  schedule. 

Mr.  Fulton.  Well,  the  A.  G.  C.  is  between  the  two. 

Mr.  Farnum.  That  is  right. 

The  Chairman.  I  was  asking  you  if  you  are  familiar  with  the 
A.  G.  C.  schedule. 

Mr.  Farnum.  I  have  been  familiar  with  the  A.  G.  C.  schedule; 
yes,  sir.     I  have  familiarized  myself  with  it  to  a  limited  extent. 

Mr.  Fulton.  How  much  above  that  schedule  did  you  set  your  dis- 
tributor schedule? 

Mr.  Farnum.  When  the  distributors'  schedule  was  prepared,  there 
was  no  consideration  at  all  given  to  the  A.  G.  C.  schedule.  What  we 
were  interested  in  was  finding  out  what  rates  were  being  charged 
by  the  various  distributors  throughout  the  country  and  setting  up 
an  average  figure  to  be  used  as  a  guide. 

Mr.  Fulton.  And  was  that  average  figure  supposed  to  be,  as  nearly 
as  you  could  make  it,  the  average  of  what  the  rates  had  been  in  the 
previous  period? 

Mr.  Farnum.  As  nearly  as  I  could  make  it;  that  is  correct, 
sir. 

Mr.  Fulton.  I  note  that  some  of  your  rates,  for  example,  are  as 
high  as  over  100  percent  more  than  this  contractors'  schedule,  which 
is  itself  higher  than  the  ownership  expense  as  estimated  by  Captain 
Richardson. 

Mr.  Farnum.  Well,  Mr.  Fulton,  that  may  be  correct.  I  can't 
answer  for  the  A.  G.  C.  schedule.  I  know  nothing  about  it,  and  I 
know  nothing  about  the  mechanics  that  were  involved  in  setting  up  the 
A.  G.  C.  schedule.  I  do  know  this,  however,  that  they  were  set  up 
for  two  entirely  different  purposes.  As  I  understand  the  A.  G.  C 
schedule,  it  was  simply  prepared  as,  you  might  say,  a  contractor's 
cost. 
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Mr.  Fulton.  That  is  right,  and  yours  is  cost  plus  profit. 

Mr.  Farnum.  Ours  was  a  cost  and  a  profit;  yes,  sir.  We 
admit 

The  Chairman  (interposing).  Yours  was  set  up  on  the  basis  of 
what  the  traffic  would  bear,  and  the  other  was  set  up  on  the  basis 
of  what  the  contractor  ought  to  charge  off  on  his  own  books.  Isn't 
that  correct? 

Mr.  Farnum.  No,  Senator  Truman,  that  is  not  correct.  The  green 
schedule  was  based  on  cost  of  doing  rental  business. 

The  Chairman.  I  say  it  was  on  what  the  traffic  would  bear — what 
you  could  get. 

Mr.  Farnum.  There  is  a  difference  between  cost  and  what  the 
traffic  will  bear. 

Mr.  Fulton.  Yours  is  cost  plus  profit,  and  theirs  was  cost. 

Mr.  Farnum.  That  is  right,  but  I  want  to  make  that  distinction, 
that  there  is  a  definite  difference  between  getting  as  much  as  you  can 
and  getting  what  will  show  you  a  legitimate  profit. 

Mr.  Fulton.  That  is  just  what  I  was  getting  at.  When  that  profit 
is  100  percent  of  the  cost,  it  gets  a  little  bit  high,  doesn't  it? 

Mr.  Farnum.  I  sent  you  some  figures,  Mr.  Fulton,  that  made  up 
the  net  profits  of  the  distributor  doing  business.  I  believe  those 
figures  will  show  that  the  net  profit  in  our  total  business  on  dollar 
volume  of  business  done  was  somewhere  around  2*4  percent. 

Mr.  Fulton.  What  is  the  profit  on  assets  employed  in  your 
business  ? 

Mr.  Farnum.  I  am  going  to  qualify  myself.  I  think  I  am  justi- 
fied in  qualifying  myself  to  this  extent.  I  am  the  sales  manager, 
not  an  auditor.  My  business  with  my  company  is  to  get  as  much 
business  as  I  possibly  can,  to  keep  the  prices  as  low  as  possible — that 
is  the  duty  of  every  sales  manager — and  still  to  show  a  legitimate 
profit  to  my  company.  Now,  the  mechanics  of  making  up  this 
statistical  information  was  not  in  my  hands,  and  my  knowledge  of 
accounting  is  very,  very  limited.     Therefore,  I  may  have 

The  Chairman  (interposing).  You  seem  to  have  done  right  well 
at  it. 

Mr.  Farnum.  Sir? 

The  Chairman.  You  seem  to  have  done  right  well  at  it,  which  is  a 
compliment  to  you,  sir. 

Mr.  Farnum.  Thank  you,  sir. 

Mr.  Fulton.  In  order  to  determine  whether  you  are  making  a  siz- 
able profit  or  a  small  profit,  I  should  think  you  would  take  the  profit 
on  your  investment.  I  just  wondered  what  that  amounted  to.  I 
haven't  been  able  to  find  it  for  most  equipment  companies. 

Mr.  Farnum.  That  is  a  question  that  I  can't  answer  you,  sir.  I  am 
interested  in  my  company,  in  the  profit  that  my  company  makes  on 
the  volume  of  business  that  we  do.     I  am  limited  to  that. 

Mr.  Fulton.  What  does  it  make  on  the  assets  that  it  employs  in  the 
business  ?     That  is  what  I  was  asking. 

Mr.  Farnum.  That  is  a  question  that  I  can't  answer,  either.  I  am 
sorry. 

The  Chairman.  That  is  all,  Mr.  Farnum.     Thank  you. 
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Mr.  Harrison  Smith,  of  Sanderson  &  Porter.  Mr.  Smith,  do  you 
solemnly  swear  to  tell  the  truth,  the  whole  truth,  and  nothing  but  the 
truth,  so  help  you  God? 

Mr.  Smith.  I  do. 

TESTIMONY  OF  HARRISON  SMITH,  OF  SANDERSON  &  PORTER,  NEW 

YORK,  N.  Y. 

The  Chairman.  Be  seated,  Mr.  Smith.  Will  you  give  the  reporter 
your  name  and  connections,  please,  for  the  record  ? 

Mr.  Smith.  Harrison  Smith,  partner  of  Sanderson  &,  Porter,  now 
living  in  Joliet,  111.,  representing  my  firm  in  connection  with  the  con- 
tract which  we  have  for  the  design,  construction,  and  operation  of 
Elwood  Ordnance  Plant. 

The  Chairman.  Proceed,  Mr.  Fulton. 

Mr.  Fulton.  Mr.  Smith,  will  you  tell  us  something  about  the  nature 
of  the  business  that  your  firm  was  in  prior  to  the  defense  emergency  ? 

Mr.  Smith.  Sanderson  &  Porter,  the  firm  that  was  established  in 
1896,  I  believe,  by  E.  N.  Sanderson  and  H.  Hobart  Porter,  was  pri- 
marily an  engineering  firm.  In  the  early  days  they  engaged  in  street 
railway  design  and  construction,  electric  powerhouse  work,  street 
railroad  work,  and  matters  of  that  kind.  Through  the  subsequent 
years  the  scope  of  the  business  expanded,  and  now  comprises  an 
industrial  department,  making  reports  on  businesses  of  all  kinds  for 
various  purposes,  sometimes  for  the  information  of  those  who  own 
the  business,  sometimes  for  the  information  of  investors  contem- 
plating loaning  funds  to  the  business.  We  also  design  and  build 
powerhouses,  both  steam  generating  and  hydroelectric,  natural-gas 
projects,  both  design  and  construction;  oil  engineering,  both  design 
and  construction;  supervision  of  public  utility  companies  in  an  ad- 
visory capacity ;  and  in  general  doing  all  kinds  of  business  related  to 
engineering,  I  would  say,  in  the  common  sense  of  civil,  electrical,  and 
mechanical. 

Mr.  Fulton.  Do  you  have  any  defense  projects  on  which  you  are 
working  other  than  the  Elwood  Ordnance? 

Mr.  Smith.  No — well,  I  should  probably  qualify  that.  We  are 
doing  some  powerhouse  construction  for  a  public  utility  company  in 
connection  with  a  defense  project  which  that  company  is  building 
to  furnish  power  to  a  defense  project. 

Mr.  Fulton.  You  are  doing  that  on  a  cost-plus-fixed-fee  basis? 

Mr.  Smith.  We  are  doing  it  on  a  fixed  fee  basis,  yes,  sir. 

Mr.  Fulton.  And  are  you  doing  your  private  work  for  other  com- 
panies other  than  that  as  well  as  the  Elwood  Ordnance? 

Mr.  Smith.  Yes,  sir. 

Mr.  Fulton.  I  mean  in  carrying  on  your  private  business. 

Mr.  Smith.  That  is  right,  sir. 

Mr.  Fulton.  How  does  that  private  business  compare  in  volume 
with  what  you  were  doing  before  you  got  the  Elwood  Ordnance 
Plant,  more  or  less  ? 

Mr.  Smith.  I  don't  know  whether  I  understand  you,  sir. 

Mr.  Fulton.  I  just  want  a  rough  approximation  as  to  whether 
you  are  still  having  as  much  or  more  or  less. 

Mr.  Smith.  Yes,  I  think  we  have  approximately  the  same  business 
that  we  had  before  the  Elwood  Ordnance  job  came  up.     Of  course, 
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our  business  fluctuates  from  year  to  year.  Some  years  are  good 
years,  some  years  are  bad  years.  But  we  are  at  least  doing  a  normal 
business  outside  of  the  Elwood  work. 

Mr.  Fulton.  So  that  you  could  say  of  that  that  it  is  something 
over  and  above  and  in  addition  to  what  you  were  doing  before? 

Mr.  Smith.  That  is  right. 

FEE    RECEIVED    BY    SANDERSON    &    PORTER    FOR    ELWOOD    ORDNANCE    PLANT 
CONSTRUCTION  AND  OPERATION 

Mr.  Fulton.  What  is  the  amount  of  the  fixed  fee  that  was  agreed 
on  for  your  firm  on  the  original  Elwood  Ordnance  project? 

Mr.  Smith.  Mv  recollection  is,  it  was  $454,700. 

Mr.  Fulton.  And  as  I  understand  it,  you  are  obtaining  or  have 
obtained  further  contracts  for  further  work  on  the  arsenal. 

Mr.  Smith.  That  is  correct, 

Mr.  Fulton.  How  much  does  that  amount  to  ? 

Mr.  Smith.  The  fee  on  that,  as  I  recall,  is  $125,000. 

Mr.  Fulton.  Are  there  any  other  sums  in  addition  to  those  which 
will  or  can  accrue  to  Sanderson  &  Porter  in  connection  with  those 
projects  at  Elwood  Arsenal? 

Mr.  Smith.  Yes,  sir,  there  are. 

Mr.  Fulton.  How  much  are  they  ? 

Mr.  Smith.  In  connection  with  the  equipping  of  the  plant  and 
putting  it  in  operation  on  the  basis  of  operating  for  a  year — no, 
let  me  correct  that.  On  the  basis  of  operating  until  all  of  the  plant 
is  ready  to  go  into  operation.  I  guess  I  had  better  restate  the  whole 
thing. 

The  Chairman.  Go  ahead  and  take  your  time. 

Mr.  Smith.  We  have  an  agreement  for  payment  of  $420,000  for  12 
months'  operation.  Prior  to  operating,  for  equipping  the  plant  and 
training  personnel  and  managing  the  business,  an  additional  $240,000. 

The  Chairman.  That  is  in  addition  to  these  original  fees  of 
$420,000  and  $125,000?  _ 

Mr.  Smith.  That  is  right. 

The  Chairman.  What  is  the  total  cost  of  that  Elwood  plant  ?  How 
much  would  it  amount  to  ? 

Mr.  Smith.  Including  the  supplementary  work,  the  cost  of  the  land, 
Quartermaster  overhead,  various  and  sundry,  it  will  run  a  little  over 
$36,000,000—36  to  37. 

The  Chairman.  You  are  going  to  operate  the  plant  for  a  year  and 
train  personnel  and  then  continue  its  operation?     Is  that  correct? 

Mr.  Smith.  It  is  a  little  different  from  that.  As  we  bring  a  loading 
line  in,  for  instance,  we  have  made  our  preparations  to  operate  that 
loading  line  and  have  trained  our  personnel,  and  at  the  present  time  we 
have  one  line  in  operation.  As  the  additional  lines  come  in,  we  train 
personnel  for  those  lines.  When  all  of  the  lines  are  in,  then  our  12 
months'  contract  begins. 

The  Chairman.  After  all  the  lines  are  in,  your  12-month  contract 
then  begins  ? 

Mr.  Smith.  That  is  right,  $420,000. 

The  Chairman.  And  you  operate  that  for  1  year  and  turn  it  over  to 
the  Government? 
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Mr.  Smith.  They  have  the  option,  of  course.  They  can  cancel  at 
any  time.  But  at  the  end  of  12  months,  if  they  wish  to  retain  us  to 
operate  for  an  additional  12  months,  that  is  their  privilege. 

Mr.  Fulton.  Adding  those  figures  you  gave  me,  that  would  appear 
to  be  a  total  amount  for  you  up  to  $1,239,000.  Is  that  approximately 
correct  ? 

Mr.  Smith.  That  is  correct,  sir. 

Mr.  Fulton.  I  note  that  over  a  5-year  period  before  this  you  were 
averaging  about  $250,000  a  year  with  all  your  business.  Is  that  ap- 
proximately correct? 

Mr.  Smith.  I  presume  that  is  right.  You  are  reading  it  from  the 
record — our  statement. 

Mr.  Fulton.  You  might  take  a  look  at  it  here. 

Mr.  Smith.  I  don't  question  but  that  you  are  right  about  it,  Mr. 
Fulton. 

Mr.  Fulton.  And  in  fact,  you  hadn't  been  obtaining  that  good  an 
average  for  the  last  2  years  before  the  emergency. 

Mr.  Smith.  That  is  right. 

Mr.  Fulton.  Your  better  years  were  back  around  1936  and  1937. 

Mr.  Smith.  And  prior  to  that,  when  there  were  better  years  for 
most  people,  I  think,  probably. 

Mr.  Fulton.  Isn't  it  a  rather  large  fee  here  to  get  5  years'  profit  plus 
j'our  regular  business,  anyhow,  for  constructing  this  plant? 

Mr.  Smith.  No,  sir;  I  think  this  is  a  real  job,  Mr.  Fulton,  that  we 
have  on  this  Elwood  plant,  and  I  don't  think  our  profit — of  course 
these  fees  are  not  all  profit,  you  understand,  but  I  don't  think  the  fees 
are  unduly  large,  nor  do  I  think  our  profit  will  be  unduly  large. 

Mr.  Fulton.  Well,  in  other  words,  you  think  it  is  worth  5  years' 
profits  to  do  this  ? 

Mr.  Smith.  I  wouldn't  refer  to  profits.  Of  course,  we  try  to  make 
all  the  profits  we  can  legitimately  each  vear  we  are  in  business,  but 
for  the  particular  work  we  are  doing  at  Elwood  Ordnance  Plant,  I  do 
not  feel  that  either  our  fees  or  profits  are  inordinate. 

Mr.  Fulton.  Looking  at  your  assets  there,  am  I  correct  in  assuming 
that  they  are  something  about  half  a  million  dollars,  so  it  is  about  two 
and  a  half  times  your  assets,  even  ? 

Mr.  Smith.  You  know,  it  is  a  partnership,  and  the  assets  of  each 
partner  are  back  of  the  business  of  Sanderson  &  Porter. 

The  Chairman.  How  many  partners  are  there  in  Sanderson  & 
Porter? 

Mr.  Smith.  I  think  there  are  six  now. 

The  Chairman.  Is  Mr.  Blossom  still  a  member  of  it  ? 

Mr.  Smith.  Mr.  Blossom  is  still  a  member  of  the  firm,  but  he 
doesn't  participate  in  the  profits. 

The  Chairman.  Or  in  the  new  Elwood  Arsenal  ? 

Mr.  Smith.  No,  sir. 

The  Chairman.  Neither  the  new  or  the  old  ? 

Mr.  Smith.  No,  sir,  he  does  not  participate  in  the  profits  of  San- 
derson &  Porter,  as  I  recall,  for  the  year  1941.  Now,  what  it  will 
be  after  that,  I  don't  know. 

Mr.  Fulton.  Just  how  many  men  does  the  firm  of  Sanderson  & 
Porter  furnish  to  the  Government  for  this  million  and  a  quarter — 
the  nonreimbursable  men,  the  people  the  Government  doesn't  pay  for? 
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Mr.  Smith.  Well,  of  course,  the  Government  doesn't  pay  anything 
for  my  services. 

Mr.  Fulton.  That  is  one.    Is  that  full  time  ? 

Mr.  Smith.  Yes,  sir. 

Mr.  Fulton.  Is  there  any  other  full-time  man  ? 

Mr.  Smith.  Yes.  The  New  York  partners  in  the  New  York  office 
of  Sanderson  &  Porter  are  not  reimbursable. 

Mr.  Fulton.  Are  any  of  those  men  working  on  this  full  time? 

Mr.  Smith.  No;  I  don't  think  so;  full  time,  of  course,  but  it  is  a 
business  firm,  and  naturally  they  participate  in  the  management  of 
the  business. 

Mr.  Fulton.  And  in  addition  to  yourself  and  the  part  time  of  your 
partners,  do  you  furnish  the  full-time  services  of  anyone  ? 

Mr.  Smith.  We  do  not  furnish  the  full-time  services  of  anyone,  but 
we  do  pay  certain  of  our  personnel  much  more  than  we  are  reim- 
bursed by  the  Government. 

Mr.  Fulton.  I  think  you  figured  that  about  $2,000  a  month. 

Mr.  Smith.  No  ;  it  will  be  much  more  than  that. 

Mr.  Fulton.  That  was  the  figure  I  obtained  from  the  War  Depart- 
ment.    I  thought  they  had  probably  obtained  it  from  you. 

Mr.  Smith.  That  may  be — no,  I  think  that  is  an  underestimate, 
Mr.  Fulton.  I  don't  remember  just  what  it  is,  but  I  have  a  number 
of  associates  in  this  job  who  are  men  of  quite  extensive  experience 
in  this  particular  kind  of  work.  They  are  associated  with  me  in  this 
work,  and  they  draw  a  monthly  salary  from  the  Government.  In 
addition  to  that,  we  also  make  them  monthly  payments,  and  in  addi- 
tion to  that,  if  we  have  a  profitable  job,  I  suspect  that  they  will  get 
additional  moneys. 

Mr.  Fulton.  Did  you  furnish  that  estimate  to  the  War  Depart- 
ment, or  was  that  one  they  made  up  ? 

Mr.  Smith.  No,  sir;  I  furnished  it.  Whatever  it  is,  I  furnished 
it,  and  I  don't  doubt  but  that  they  are  correct  in  it,  only  I  just  don't 
have  the  figures. 

Mr.  Fulton.  I  think  it  was  said  that  it  might  increase  as  the  job  got 
on,  but  that  at  present  it  was  thought  to  be  around  $2,000  a  month. 

Mr.  Smith.  Well,  that  may  be.  I  don't  remember  just  what  the 
figures  are. 

The  Chairman.  Will  you  furnish  us  the  figures  accurately  for  the 
record,  so  the  record  will  be  straight  on  it  ? 

Mr.  Smith.  I  will  be  glad  to  do  that.  I  am  perfectly  willing  to 
accept  that  which  the  War  Department  gives,  because  I  know  we  fur- 
nished it  to  the  War  Department,  only  I  just  don't  have  it. 

Mr.  Fulton.  Well,  then,  is  there  any  other  nonreimbursable  expense 
that  you  have  out  of  this  $1,239,000  ? 

Mr.  Smith.  Yes ;  the  general  expense  of  Sanderson  &  Porter  doing 
business,  of  course.  That  is  a  part  of  our  cost  and  is  naturally  not 
reimbursed.  Sanderson  &  Porter  have  a  New  York  office  and  a  San 
Francisco  office  and  a  Chicago  office,  and  carry  on  a  general  engineer- 
ing business. 

Mr.  Fulton.  Do  you  have  to  have  a  New  York  office  and  a  Chicago 
office  and  a  San  Francisco  office  to  build  an  ordnance  plant  ? 

Mr.  Smith.  I  know ;  but  when  you  are  in  business,  you  have  general 
overheads,  which  are  comprised  in  all  those  offices. 
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Mr.  Fulton.  But  you  had  that  overhead  for  the  regular  business. 

Mr.  Smith.  That  is  right,  but  there  is  no  reason  why  the  new  busi- 
ness shouldn't  take  its  share  of  the  general  cost  of  doing  business  that 
I  know  of. 

Mr.  Fulton.  You  still  have  the  business  that  you  had  the  over- 
head on. 

Mr.  Smith.  Well,  we  have,  just  as  any  other  professional  man  has 
his  business.  He  has  it  today — he  may  not  have  it  next  month;  he 
may  not  have  it  for  3  months.  It  depends  upon  the  status  of  the 
industry  and  the  country. 

Mr.  Fulton.  Outside  of  that  overhead,  is  there  any  nonreimbursable 
expense  ? 

Mr.  Smith.  Well,  that  is  a  large  question.  The  only  reimbursable 
expense  in  connection  with  Elwood  ordnance  plant  is  the  time  of  men 
actually  engaged  on  that  work.     The  Government  reimburses 

Mr.  Fulton  (interposing).  All  men,  all  material,  and  all  equip- 
ment ? 

Mr.  Smith.  That  is  right. 

Mr.  Fulton.  And  the  office  facilities? 

Mr.  Smith.  And  the  office  facilities  on  the  job;  that  is  right,  sir. 

Mr.  Fulton.  That  is  the  only  reimbursable  expenses  ? 

Mr.  Smith.  That  is  right.  Pardon  me,  I  am  making  a  pretty  broad 
statement  here.  You  might  find  that  there  might  be  some  others  that 
are  reimbursable,  but  I  don't  recall  any  at  the  present  time. 

PERSONNEL  ORGANIZATION   OF  SANDERSON  &  PORTER 

Mr.  Fulton.  The  Government,  I  take  it,  has  hired,  in  effect,  the 
services  of  yourself  and  the  part-time  services  of  your  partners  and 
these  associates  that  you  have  referred  to,  who  are  in  part,  a  rela- 
tively small  fractional  part,  being  reimbursed  by  you.  I  would  like 
you  to  tell  us  the  general  experience  of  those  men  in  the  gun-loading  or 
similar  work.     I  understood  you  had  such  experience. 

Mr.  Smith.  Yes ;  I  did.  I  would  be  very  glad  to  do  that.  During 
the  last  war  I  was  associated  with  the  T.  A.  Gillespie  Co.,  of  New 
York  City.  The  T.  A.  Gillespie  Co.  entered  the  shell-loading  business 
by  taking  a  contract  with  the  Russian  government  to  load  certain 
shells  and  components  for  the  Russian  government.  In  order  to  fill 
this  contract,  they  built  about  three  munition  loading  plants  in  New 
Jersey.  When  the  United  States  came  into  the  war,  they  continued 
these  plants  in  the  loading  of  shells  and  ammunition  for  the  Govern- 
ment. 

Mr.  Fulton.  The  plants  were  actually  in  operation. 

Mr.  Smith.  That  is  right.  Now,  in  addition  to  that,  they  made  a 
contract  with  the  United  States  Government  to  build  and  operate  a 
plant  at  Morgan,  N.  J.,  which  is  near  South  Amboy,  N.  J.  I  was 
connected  with  the  latter  enterprise.  I  was  assistant  superintendent 
of  construction  and  later,  assistant  superintendent  in  charge  of  opera- 
tions. Mr.  W.  E.  Canniff,  who,  in  connection  with  the  Elwood  job, 
is  manager  of  operations  and  also  in  charge  of  engineering,  was  super- 
intendent for  the  T.  A.  Gillespie  Co.  in  the  operation  of  the  private 
plants  which  they  had. 

Mr.  Fulton.  He  is  now  one  of  these  individuals  ? 
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Mr.  Smith.  He  is  now  associated  with  us  at  Elwood. 
Mr.  Fulton.  Now,  was  he  associated  with  you  in  the  Sanderson  & 
Porter  Co.  prior  to  this  undertaking? 

Mr.  Smith.  No;  he  was  engaged  in  private  business  in  New  York 

City- 

Mr.  Fulton.  And  he  is  one  who  is  receiving  a  salary  from  the 
Government,  to  which  you  are  adding  some  money  ? 

Mr.  Smith.  That  is  right. 

Mr.  Fulton.  Would  you  continue? 

Mr.  Smith.  Mr.  Canniff,  I  would  say,  probably  had  as  much  experi- 
ence in  shell-loading  as  any  other  person  in  this  country,  certainly 
outside  of  the  Ordnance  Department,  I  value  his  services  very 
highly.  He  has  done  a  grand  job  with  us,  and  I  have  no  doubt  he 
will  continue  to  do  so. 

Mr.  Fulton.  I  take  it  he  did  an  excellent  job  in  the  last  war  ? 

Mr.  Smith.  He  did ;  yes. 

Mr.  Fulton.  But  he  left  that  particular  type  of  work  for  a  period 
of  approximately  20  years. 

Mr.  Smith.  That  wasn't  very  popular  work  for  20  years. 

Mr.  Fulton.  But  the  Ordnance  Department,  I  understand,  had 
some  men  working  on  it  during  that  time  ? 

Mr.  Smith.  I  imagine  they  did ;  yes,  sir. 

Mr.  Fulton.  As  a  matter  of  fact,  you  sought  their  experience, 
didn't  you,  when  you  wanted  to  go  back  into  this  work  ? 

Mr.  Smith.  These  particular  gentlemen  to  whom  I  am  referring 
now? 

Mr.  Fulton.  No;  I  mean  you  went  to  the  ordnance  arsenals 

Mr.  Smith.  Oh,  yes ;  I  value  the  Ordnance  Department  very  highly. 

Mr.  Fulton.  To  find  out  what  had  been  happening  in  the  interim  ? 

Mr.  Smith.  That  is  right*  yes,  sir.  Almost  any  engineer  would  do 
that  if  he  were  thinking  about  the  possibility  of  engaging  in  that 
kind  of  work.  I  think. 

In  addition  to  Mr.  Canniff,  I  have  associated  with  me  Mr.  Thomas 
Burns.  Mr.  Burns  was  employed  in  the  private  plants  of  T.  A.  Gil- 
lespie Co.,  in  New  Jersey,  first  in  the  loading  of  shells,  and  later  he 
was  in  charge  of  the  Oliver  plant,  loading  fuzes  and  boosters  for  the 
Government. 

Mr.  Fulton.  Did  he  likewise  go  into  private  work  ? 

Mr.  Smith.  He  did. 

Mr.  Fulton.  And  he  likewise  was  not  an  employee  of  Sanderson  & 
Porter? 

Mr.  Smith.  He  likewise  was  not.  He  was  an  employee  of  the  Ameri- 
can Locomotive  Co.    Just  how  long  he  had  been  there,  I  don't  know. 

Mr.  Fulton.  How  many  more  of  these  would  there  be,  in  the  aggre- 
gate? 

Mr.  Smith.  I  would  say  probably  six  or  eight  more  of  men  who  are 
in  key  positions. 

Now,  in  addition  to  that,  no  doubt  we  will  have  with  us  other  men 
that  work  in  various  departments  and  maybe  foremen  to  head  up  the 
departments. 

Mr.  Fulton.  But  the  organization  which  you,  in  effect,  offered  the 
Army  was  one  consisting  of  yourself  and  the  services  of  your  part- 
ners, to  whatever  extent  they  might  contribute,  and  the  services  of 
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these  six  or  eight  key  men  who  had  not  been  employees  of  Sanderson  & 
Porter,  but  who  had,  during  the  last  war,  had  experience  in  gun 
loading  ? 

Mr.  Smith.  That  is  right.  Now,  of  course,  we  do  have  associated 
with  us  at  Elwood,  men  who  have  heretofore  been  employed  by  San- 
derson &  Porter,  of  course,  we  took  from  our  regular  organization. 

Mr.  Fulton.  I  take  it  this  superintendent  had  been  your  immediate 
superior  during  the  war. 

Mr.  Smith.  No.  Mr.  Canniff ,  the  manager  of  operations  at  Elwood '? 
No ;  he  was  not  my  superior  at  all. 

Mr.  Fulton.  I  thought  you  said  he  was  superintendent  and  that  you 
were  assistant. 

Mr.  Smith.  He  was  general  superintendent  of  the  Gillespie  private 
plants;  I  was  at  the  Morgan  plant,  which  was  an  agency  contract. 

Mr.  Fulton.  Would  you  tell  us  how  it  came  about  that  you  gathered 
together  this  group  who  were  not  in  any  way  associated  with  Sander- 
son &  Porter,  for  the  purpose  of  getting  a  contract,  not  for  the  group, 
but  for  Sanderson  &  Porter? 

Mr.  Smith.  Well,  naturally,  as  a  partner  of  Sanderson  &  Porter, 
I  was  interested  in  getting  new  business,  and  in  1939  the  activities  in 
Europe  indicated  possibly  that  the  United  States  might  get  into  the 
war.  Having  been  through  the  shell-loading  business  in  the  last  war, 
it  occurred  to  me  that  Sanderson  &  Porter  might  be  helpful  to  the 
Government  in  the  design  and  construction  and  operation.  I  wrote  a 
memorandum  to  my  firm  in  October  1939,  bringing  my  thoughts  to  their 
attention  in  connection  with  possible  new  business.  Shortly  there- 
after, the  Ordnance  Department — that  is,  the  representative  of  the 
Ordnance  Department  in  New  York — became  active.  They  were 
canvassing  the  various  industrials  as  to  what  they  might  do  in  the  pre- 
paredness program,  and  after  talking  it  over  with  my  firm  and  my 
partners  were  interested  in  it,  I  called  on  Colonel  Clement  in  New 
York,  who  was — I  don't  know  just  what  his  position  is,  but  he  headed 
up  the  office  representing  the  Ordnance  Department  in  canvassing  vari- 
ous industries  in  connection  with  preparedness.  He  said  that  he  didn't 
have  anything  to  do  with  the  type  of  work  which  I  was  discussing 
with  him,  that  is,  possibly  to  build  and  operate  a  plant,  and  he  sug- 
gested that  I  talk  to  Major  Harris,  in  Wilmington. 

I  called  Major  Harris  on  the  telephone  and  told  him  of  my  talk 
with  Colonel  Clement,  and  I  told  him  I  would  like  to  come  down  to 
see  him.  He  said  he  would  be  glad  to  see  me,  but  he  didn't  have 
anything  to  do  with  that  part  of  it,  and  he  suggested  that  I  talk  to 
Colonel  Booth  in  the  Ordnance  Department  in  Washington. 

So  I  came  down  to  Washington  with  my  partner,  Mr.  Hamill,  and 
from  time  to  time  we  stopped  in  to  talk  to  Colonel  Booth.  I  told  him 
of  my  experience.  I  told  him  of  the  men  with  whom  I  was  associated 
in  the  last  war  in  this  kind  of  business. 

Mr.  Fulton.  Had  you  already  made  your  association  with  these 
gentlemen  ? 

Mr.  Smith.  No,  no;  because  that  was  pretty  early  in  the  game. 
You  don't  make  associations  that  way.  Sometime  during  the  period 
subsequent  to  the  memorandum  which  I  wrote  my  partners,  I  had 
renewed  my  acquaintance  with  a  number  of  them.     You  know,  in 
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New  York  you  are  inclined  sometimes  to  forget  old  friends  and 
acquaintances.  Well,  having  in  mind  the  possibility  of  a  business 
of  this  kind,  I  renewed  my  acquaintances  with  them. 

Mr.  Fulton.  You  suggested  to  these  men  that  you  enter  into  a 
joint  venture? 

Mr.  Smith.  Not  then  I  didn't,  because  I  had  no  basis  for  making 
any  suggestion  to  them. 

Mr.  Fulton.  Have  you  as  yet  ? 

Mr.  Smith.  Oh,  yes ;  I  have  now. 

Mr.  Fulton.  I  thought  they  were  employees  paid  by  the  Govern- 
ment, in  the  main. 

Mr.  Smith.  Who  is  that  ? 

Mr.  Fulton.  The  six  or  eight  men. 

Mr.  Smith.  They  were  never  employed  by  the  Government  ex- 
cept  

Mr.  Fulton  (interposing).  I  mean  now  they  are  employed  by  the 
Government. 

Mr.  Smith.  They  are,  yes ;  but  I  am  talking  of  my  discussion  with 
Colonel  Booth.     Maybe  I  rambled  a  little  too  much. 

Mr.  Fulton.  What  were  you  offering  Colonel  Booth — just  your 
experience  ? 

Mr.  Smith.  I  was  offering  Colonel  Booth  the  facilities  in  engineer- 
ing, construction,  and  operation  of  Sanderson  &  Porter,  and  I  was 
offering  him  the  experience  of  Sanderson  &  Porter,  particularly  as 
represented  by  one  of  their  partners  and,  by  the  ability  of  that 
partner,  to  associate  with  him  men  who  knew  about  this  business, 
which  we  thought  possibly  the  Government  might  be  interested  in 
giving  us. 

Mr.  Fulton.  Did  you  inform  him  that  Sanderson  &  Porter  had 
had  no  connection,  except  yourself,  with  gun-loading  plants? 

Mr.  Smith.  It  wasn't  necessary.  I  didn't  elaborate  on  that.  I 
tried  to  tell  him  what  I  knew  about  it  and  what  my  associates  could 
do  and  what  I  felt  Sanderson  &  Porter  could  do. 

Mr.  Fulton.  Did  you  tell  him  who  these  associates  would  be? 

Mr.  Smith.  Not  Colonel  Booth,  because  Colonel  Booth  was  not 
particularly  interested.  It  was  a  very  general  discussion  that  was 
carried  on  over  a  period  of  months. 

Mr.  Fulton.  Will  you  proceed  with  the  discussion  or  with  the 
events  as  they  unfolded  themselves  ? 

Mr.  Smith.  Either  Mr.  Hamill  or  myself  or  one  of  my  other  part- 
ners called  upon  Colonel  Booth  and  his  associates  from  time  to  time. 
Each  time  we  would  discuss  with  him  general  matters  in  connection 
with  ammunition  loading.  I  had  not  kept  abreast  of  the  times.  I 
didn't  know  what  had  developed  in  that  way.  We  had  general  dis- 
cussions, and  finally  I  asked  if  my  partners  or  myself  might  visit 
Picatinny  Arsenal  to  observe  some  of  the  operations  then  going  on,  to 
see  just  what  the  status  of  the  art  was  and  what  improvements  had 
been  made.  Through  the  Chief  of  Ordnance  we  obtained  that  per- 
mission, and  we  did  go  to  Picatinny  Arsenal. 

Mr.  Fulton.  By  "we,"  you  mean  yourself  ? 

Mr.  Smith.  Myself ;  Mr.  Hamill ;  our  general  construction  manager, 
Mr.  Hamilton ;  and  possibly  someone  else.     I  don't  remember. 
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The  Chairman.  Just  what  does  Sanderson  &  Porter  as  a  firm  of 
engineers  furnish  to  the  Government  aside  from  these  experts  that 
are  employed  by  Sanderson  &  Porter  and  paid  by  the  Government? 

Mr.  Smith.  Well,  we  furnish  them  business  ability,  I  hope,  and  a 
real  service,  I  am  sure. 

The  Chairman.  You  furnish  the  plans  and  specifications  for  the 
plant.     Did  you  draw  them  ? 

Mr.  Smith.  We  did.  Not  in  all  instances.  We  were  furnished 
typical  plans,  as  they  were  called,  and  we  were  furnished  specifica- 
tions also.  But  when  we  got  the  plans  and  saw  our  contract,  what 
was  proposed  to  be  our  contract  as  to  capacities,  it  was  our  opinion 
that  considerable  changes  might  well  be  made  in  these  plans  in  order 
to  get  the  capacity  which  the  Government  desired.  Now  that  is  a 
matter  of  judgment  where  there  are  different  people  making  designs. 

The  Chairman.  Were  these  plans  drawn  by  the  Ordnance  Depart- 
ment? 

Mr.  Smith.  The  so-called  typical  plans  were  drawn  by  the  Ordnance 
Department,  and  were  furnished  to  us. 

The  Chairman.  Couldn't  the  Government  just  as  well  have  carried 
them  out  by  hiring  these  people  themselves  without  having  to  pay 
a  big  fee  to  Sanderson  &  Porter? 

Mr.  Smith.  I  don't  think  so. 

Mr.  Fulton.  Outside  of  yourself  and  the  part-time  services  of  your 
partners,  the  Government  isn't  obtaining  any  services  from  anyone 
that  it  isn't  paying  the  cost  of,  is  it? 

Mr.  Smith.  Well,  the  Government  gets  an  experienced  organiza- 
tion of  competent  people. 

Mr.  Fulton.  With  respect  to  these  six  or  eight  persons,  would  you 
tell  us  the  exact  nature  of  the  arrangement  you  had?  You  said  that 
you  expected,  if  it  was  profitable,  to  make 

Mr.  Smith  (interposing).  I  had  no  arrangement. 

Mr.  Fulton.  They  are  employees,  pure  and  simple  ? 

Mr.  Smith.  They  are  employees,  pure  and  simple,  and  they  know 
Sanderson  &  Porter  will  treat  them  right,  and  that  is  all  they  know, 
and  nobody  has  any  promise. 

Mr.  Fulton.  Did  it  ever  occur  to  you  that  if  you  were  to  get  this 
contract  on  the  basis  of  the  experience  of  six  or  eight  persons  not 
connected  with  your  firm,  that  you  might  associate  them  at  least 
as  joint  venturers  in  this  fee? 

Mr.  Smith.  It  never  occurred  to  me  that  that  was  the  basis  under 
which  we  would  get  this  contract,  that  it  was  because  I  had  seven 
or  eight  men  who  I  stated  were  qualified.  This  contract  was  obtained 
by  Sanderson  &  Porter  because  the  Ordnance  Department  had  confi- 
dence in  Sanderson  &  Porter  and  Sanderson  &  Porter's  reputation  as 
businessmen — that  combined  with  an  experienced  personnel  to  do  the 
job  which  had  to  be  done.  Now,  it  was  a  pretty  large  package  and  you 
can't  break  it  down  into  the  various  units  very  well. 

Mr.  Fulton.  Did  any  of  these  men  ever  represent  to  you  that  they 
thought  they  were  entitled  to  participation? 

Mr.  Smith.  Yes ;  they  have. 

Mr.  Fulton.  And  did  you  agree  to  give  them  such  participation  ? 

Mr.  Smith.  I  agreed  to  give  them  consideration ;  yes. 

Mr.  Fulton.  Consideration? 


INVESTIGATION  OF  THE  NATIONAL  DEFENSE  PROGRAM   1761 

Mr.  Smith.  That  is  right. 

Mr.  Fulton.  Did  you  say  to  any  of  them  that  it  is  a  question  of  get- 
ting the  contract,  that  Sanderson  &  Porter  was  the  only  company 
that  could  get  it,  the  only  firm  ? 

Mr.  Smith.  I  knew  Sanderson  &  Porter  was  not  the  only  firm 
that  could  get  it,  because  there  were  others  after  it,  too. 

Mr.  Fulton.  Did  you  say  that  Sanderson  &  Porter  could  get  it,  but 
they  couldn't  ? 

Mr.  Smith.  I  didn't  say  Sanderson  &  Porter  could  get  it,  I  said, 
"Sanderson  &  Porter  is  going  to  try  to  obtain  a  contract  with  the 
Government.  If  we  obtain  that  contract  I  would  like  very  much  for 
you  to  be  associated  with  us." 

Mr.  Fulton.  Did  you  say  that  you  knew  that  Sanderson  &  Porter 
could  at  least  be  considered,  but  you  knew  that  they  wouldn't  if  they 
were  just  private  individuals  ? 

Mr.  Smith.  No,  no;  I  never  discussed  it  in  that  way.  They  are 
not  that  kind  of  folks  and  we  are  not'  that  kind  of  people,  either. 

Mr.  Fui.ton.  They  were  satisfied  to  just  take 

Mr.  Smith  (interposing).  They  believe  that  Sanderson  &  Porter 
will  treat  them  right. 

The  Chairman.  Did  you  have  any  agents  employed  here  in  Wash- 
ington, agents  of  Sanderson  &  Porter,  to  use  their  influence  with  the 
War  Department  ? 

Mr.  Smith.  No,  sir ;  we  did  not,  sir. 

Mr.  Fulton.  Did  you  personally  know  that  Mr.  Blossom  was  going 
down  to  that  Construction  Advisory  Committee  ? 

Mr.  Smith.  I  was  as  much  surprised  as  anybody.  I  had  no  idea 
that  he  was  going  there  until  after  he  had  accepted  the  appointment, 
and  when  I  talked  to  the  Ordnance  Department  during  all  these 
months,  I  had  no  thought  about  it.  I  didn't  even  know  there  was  going 
to  be  an  advisory  committee. 

Mr.  Fulton.  At  that  particular  time,  though,  I  note  from  your 
memoranda  that  you  were  talking,  not  with  the  Ordnance  Depart- 
ment about  the  letting  of  the  contract,  but  with  this  Quartermaster's 
section. 

Mr.  Smith.  We  talked  with  the  Quartermaster's  section,  we  talked 
to  the  Navy  Department,  we  talked  to  anybody  that  had  business  to 
give. 

Mr.  Fulton.  But  the  Navy  Department — that  was  a  different  time. 
That  was  on  Quetico  base. 

Mr.  Smith.  We  talked  about  that,  we  talked  about  a  contract  in 
Panama. 

Mr.  Fulton.  But  you  were  talking  to  the  Constructing  Quarter- 
master section  about  this  ordnance  division. 

Mr.  Smith.  Oh,  no,  no,  no. 

Mr.  Fulton.  I  thought  you  were. 

Mr.  Smith.  No,  sir.  I  told  the  quartermaster  several  times,  "I 
am  going  over  to  the  Ordnance  Department  because  I  have  been  talk- 
ing to  them  about  a  shell-loading  plant."  It  never  occurred  to  me 
that  the  Quartermaster  Department  would  have  anything  to  do  with 
the  shell-loading  plant  at  that  time. 

Mr.  Fulton.  Didn't  you  at  one  point  talk  with  the  Quartermaster 
Department  about  this? 
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Mr.  Smith.  That  was  later  on  after  the  new  set-up  came  in. 

Mr.  Fulton.  After  Mr.  Blossom  went  to  Washington? 

Mr.  Smith.  Yes.     Mr.  Blossom  was  in  Washington,  yes. 

Mr.  Fulton.  Well,  at  that  particular  time,  according  to  your 
memorandum,  it  seems  to  me  that  you  contemplated  that  this  con- 
tract would  be  let,  that  is  the  contractor  would  be  selected  by  the 
quartermaster. 

Mr.  Smith.  Well,  you  don't  know  about  these  things.  We  thought 
maybe  he  might  be,  but  prior  to  that  time,  all  of  our  dealings  with 
respect  to  shell-loading  plants  had  been  with  the  Ordnance  Depart- 
ment. Then  later  on,  when  they  set  up  this  new  regime  or  new 
method  of  doing  things  in  the  Quartermaster  Department,  naturally 
we  were  interested  in  getting  a  shell-loading  plant  and  we  were  will- 
ing to  talk  to  anybody  that  might  have  the  letting  of  that  plant. 

Mr.  Fulton.  Well,  at  that  time  it  was  your  understanding  that 
it  would  be  that  committee,  wasn't  it  ? 

Mr.  Smith.  Well,  you  know  you  can  get  all  kinds  of  understand- 
ings in  Washington.  You  can't  get  facts.  You  just  listen  and 
talk,  and  you  try  to  attend  to  your  business  in  a  businesslike  way. 
If  somebody  is  going  to  have  a  job  to  give  out,  you  naturally  go  tell 
the  gentleman  that  you  want  the  job,  and  that  is  all  I  did. 

Mr.  Fulton.  You  did  see  the  Quartermaster  Division  and  you  saw 
them  about  the  shell-loading  plant  at  a  time  that  you  thought,  due 
to  these  nebulous  understandings  people  have  in  Washington,  that 
they  were  going  to  select  the  contract.    Isn't  that  true? 

Mr.  Smith.  I  think  the  record  does  show  that,  Mr.  Fulton.  The 
facts  are  stated  there,  sir.  .  I  would  be  delighted  to  read  it  into  the 
record.    I  will  read  it  all.    I  know  all  about  it. 

Mr.  Fulton.  Didn't  you  read  it  last  night  ? 

Mr.  Smith.  I  looked  at  it,  but  I  didn't  try  to  memorize  it. 

Mr.  Fulton.  Perhaps,  in  lieu  of  questioning  on  that,  we  might 
simply  make  that  statement  which  you  prepared  part  of  the  record, 
which  will  speak  for  itself. 

Mr.  Smith.  This  was  taken  from  our  notes  in  New  York,  Mr. 
Fulton. 

Mr.  Fulton.  I  mean,  you  would  be  willing  to  have  it  speak  for 
itself? 

Mr.  Smith.  Oh,  it  will  speak  for  itself. 

The  Chairman.  Put  it  in  the  record. 

(The  document  referred  to  was  marked  "Exhibit  No.  94"  and  appears 
in  the  appendix  on  p.  1913.) 

The  Chairman.  We  will  have  to  recess  until  next  Tuesday  at  10  :  30. 
The  witness  is  excused. 

(Whereupon,  at  12:20  p.  m.,  the  committee  adjourned  until  10:30 
a.  m.,  Tuesday,  August  5,  1941.) 
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TUESDAY,  AUGUST  5,  1941 

United  States  Senate, 
Special  Committee  to  Investigate  thk 

National  Defense  Program, 

Washington,  D.  G. 
The  committee  met  at  10:50  a.  m.,  pursuant  to  adjournment  on 
Thursday,  July  31,  1941,  in  room  318,  Senate  Office  Building,  Senator 
James  M.  Mead,  New  York,  presiding. 

Present :  Senators  James  M.  Mead  (acting  chairman),  Mon  C.  Wall- 
gren,  Ralph  O.  Brewster,  and  Harry  S.  Truman  (chairman). 
Also  present :  Hugh  A.  Fulton,  chief  counsel. 

Acting  Chairman  Mead.  The  committee  will  please  come  to  order. 
Do  you  solemnly  swear  that  the  testimony  you  are  about  to  give  in 
this  proceeding  will  be  the  truth,  the  whole  truth,  and  nothing  but  the 
truth,  so  help  you  God  ? 
Commander  Ort.  I  do. 

TESTIMONY  OF  LT.  COMDR.  A.  A.  ORT,  CIVIL  ENGINEER  CORPS, 
BUREAU  OF  YARDS  AND  DOCKS,  NAVY  DEPARTMENT 

Acting  Chairman  Mead.  Commander,  will  you  give  your  name  and 
title  to  the  reporter  ? 

Commander  Ort.  Lt.  Comdr.  A.  A.  Ort,  Civil  Engineer  Corps,  U.  S. 
N.  R. 

Acting  Chairman  Mead.  Commander,  before  you  initiate  your  testi- 
mony, I  would  like  to  have  the  counsel  of  the  committee  ask  a  few 
questions. 

Commander  Ort.  Yes,  sir. 

rental  of  equipment  by  the  navy 

Mr.  Fulton.  Commander,  I  understand  that  you  are  familiar  with 
the  Navy  renting  of  equipment  and  machinery  for  the  various  naval 
projects. 

Commander  Ort.  Yes;  I  am  familiar  with  the  general  administra- 
tive features. 

Mr.  Fulton.  In  what  department  or  bureau  of  the  Navy  is  that 
done  ? 

Commander  Ort.  With  regard  to  the  construction  of  public  works, 
it  is  done  in  the  Bureau  of  Yards  and  Docks. 

Mr.  Fulton.  Is  there  any  other  bureau  of  the  Navy  which  rents 
equipment  ? 

Commander  Ort.  Yes,  I  think  so. 
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Mr.  Fulton.  Is  there  any  coordination  between  the  various  other 
bureaus  and  your  bureau  in  the  renting  of  equipment  ? 

Commander  Ort.  Not  to  my  knowledge. 

Mr.  Fulton.  In  what  division  of  the  Bureau  of  Yards  and  Docks 
is  the  equipment  handled? 

Commander  Ort.  Our  equipment  is  handled  in  the  Progress  Divi- 
sion. 

Mr.  Fulton.  Which  would,  roughly,  correspond  with  the  Con- 
struction Division  of  the  Quartermaster  Corps  in  the  Army? 

Commander  Ort.  We  have  to  do  with  the  administrative  features 
of  the  fee  contracts. 

Mr.  Fulton.  Do  you  coordinate  your  work  in  equipment  rentals 
with  the  Army's  work  in  the  same  field  ? 

Commander  Ort.  We  have  had  several  discussions  with  the  Army. 

Mr.  Fulton.  In  effect,  the  Army  and  the  Navy  are  both  competing 
for  certain  types  of  general  construction  equipment  on  these  various 
projects,  are  they  not? 

Commander  Ort.  Well,  I  wonder  whether  competing  is  conveying 
exactly  the  proper  impression.  The  Army  and  the  Navy  are  both  en- 
gaged on  construction  work,  and  equipment  is  required  for  both 
activities,  and  to  that  extent 

Senator  Brewster  (interposing).  You  have  there  the  accounting 
instructions  in  this  connection,  have  you  ?  Is  that  the  black  book  you 
have  there? 

Commander  Ort.  Yes,  sir. 

Senator  Brewster.  I  had  a  copy  of  that,  and  it  didn't  have  any- 
thing on  the  rental  of  equipment.  Have  there  been  loose  leaves  in- 
serted since? 

Commander  Ort.  Not  yet,  sir;  we  are  working  on  them. 

Senator  Brewster.  You  haven't  your  formulas  out  on  that? 

Commander  Ort.  We  have  the  original. 

Senator  Brewster.  We  have  a  copy  of  that.  What  do  you  call  that 
booklet. 

Commander  Ort.  The  Blue  Book. 

Senator  Brewster.  And  what  is  the  further  title? 

Commander  Ort.  "Some  commentaries  on  cost-plus-a-fixed-fee  con- 
tracts, with  particular  reference  to  United  States  Navy  contracts  under 
the  Bureau  of  Yards  and  Docks." 

Senator  Brewster.  We  have  that. 

Commander  Ort.  And  those  instructions  are  still  in  effect. 

Senator  Brewster.  Yes,  sir. 

Commander  Ort.  And  rentals  of  contractor-owned  equipment  are 
being  handled  under  those  instructions. 

Mr.  Fulton.  What  is  your  position  in  the  Progress  Division  of  the 
Bureau  of  Yards  and  Docks? 

Commander  Ort.  I  am  principal  assistant  to  the  head  of  the  Progress 
Division. 

Mr.  Fulton.  And  as  such,  are  you  the  person  who  deals  with  the 
rental  of  equipment? 

Commander  Ort.  That  is  one  of  my  duties,  particularly  with  refer- 
ence to  the  matter  of  preparing  instructions  for  field  offices. 

Mr.  Fulton.  So  that  is  only  one  of  a  number  of  duties  that  you 
have  ? 
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Commander  Ort.  That  is  correct. 

Mr.  Fulton.  And  would  you  tell  us  what  your  past  experience  has 
been,  very  briefly,  particularly  as  related  to  machinery  and  equipment  ? 

Commander  Ort.  I  was  connected  with  the  flood-control  work  at 
Dayton,  Ohio,  prior  to  the  first  war ;  during  the  World  War  I  was  on 
duty  at  the  Philadelphia  Navy  Yard  as  a  naval  officer;  and  later  I 
was  on  other  construction  jobs  in  the  Navy.  In  1930  I  resigned  from 
the  Navy  to  go  into  private  business,  and  I  was  called  back  into  the 
service  the  1st  of  February  of  this  year. 

Mr.  Fulton.  What  was  the  business  that  you  conducted  after  you 
resigned  ? 

Commander  Ort.  Assistant  manager  of  a  sisal  plantation  on  the 
north  coast  of  Haiti. 

Mr.  Fulton.  Would  you  tell  us  how  much  equipment  the  Navy  has 
rented  on  the  various  projects  that  it  has  ? 

Commander  Ort.  We  have  no  consolidated  report  covering  that 
matter. 

Mr.  Fulton.  Has  any  such  record  ever  been  made  ? 

Commander  Ort.  Not  to  my  knowledge. 

Mr.  Fulton.  Before  entering  into  the  rental  of  equipment,  did  the 
Navy  make  any  survey  of  the  equipment  available  in  the  Nation  ? 

Commander  Ort.  I  didn't  get  all  of  your  question. 

Mr.  Fulton.  Before  entering  into  any  rental  agreements,  did  the 
Navy  make  a  survey  or  attempt  to  make  a  survey  to  ascertain  what 
equipment  was  available  in  the  country  for  possible  rental  on  these 
projects? 

Commander  Ort.  That  was  taken  into  very  careful  consideration  in 
the  selection  of  contractors.  Contractors,  while  negotiating  for  con- 
tracts, were  required  to  furnish  a  complete  list  of  the  equipment  that 
they  had  available  to  put  on  the  job. 

Mr.  Fulton.  Aside  from  that,  was  there  any  attempt  made  to  make 
a  survey  of  equipment  ? 

Commander  Ort.  Not  to  my  knowledge. 

Mr.  Fulton.  Can  you  tell  us  why  the  Navy  did  not  do  that  ? 

Commander  Ort.  That  was  prior  to  my  time  with  the  Navy. 

Mr.  Fulton.  Well,  did  you  determine  to  make  any  such  survey 
after  you  came? 

Commander  Ort.  No.  We  left  the  question  of  additional  equip- 
ment to  the  field  offices  as  a  general  policy  of  the  Bureau  of  Yards 
and  Docks  to  decentralize  the  activities  of  the  Bureau  for  the,  purpose 
of  speeding  up  construction  work. 

Mr.  Fulton.  In  other  words,  the  question  of  what  equipment 
is  to  be  rented  and  the  terms  of  the  rental  is  left  to  the  individual 
project  managers. 

Commander  Ort.  Subject  to  the  regulations  established  by  the 
Bureau,  particularly  with  reference  to  equipment  under  the  fee  con- 
tracts. The  regulations  and  instructions  with  regard  to  other  equip- 
ment require  that  competitive  bids  be  taken  before  engaging 
equipment  ? 

Mr.  Fulton.  With  respect  to  contractor-owned  equipment,  has  the 
Navy  taken  the  position  that  a  contractor  being  paid  a  fee  on  a 
cost-plus  contract  is  not  entitled  to  make  a  profit  on  his  equipment  ? 

Commander  Ort.  Yes,  sir.  That  is  covered  by  the  contract  and 
other  instructions.    Equipment  is  to  be  furnished  at  actual  cost. 
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Mr.  Fulton.  And  the  Navy's  contract  is  very  clear  and  very  pre- 
cise on  that  point,  is  it  ? 

Commander  Ort.  Yes,  sir. 

Mr.  Fulton.  And  must  be  contrasted  with  the  Army's  contract? 

Commander  Opt.  Well,  that  is  not  for  me  to  say. 

Mr.  Fulton.  Well,  are  you  familiar  with  the  Army's  contract? 

Commander  Ort.  In  a  general  way. 

Mr.  Fulton.  Is  there  a  difference  between  the  two? 

Commander  Ort.  There  are  some  differences. 

Mr.  Fulton.  There  is  an  express  provision  in  the  Navy  contract 
that  there  is  to  be  no  profit  to  the  contractor.    Is  not  that  correct  ? 

Commander  Ort.  Yes,  sir. 

Mr.  Fulton.  So  that  as  far  as  contractor-owned  equipment  is  con- 
cerned, if  that  provision  is  enforced  the  equipment  will  be  rented 
at  cost. 

Commander  Ort.  Yes,  sir. 

Mr.  Fulton.  Would  you  tell  us  what  steps  you  take  to  enforce  that 
provision  ? 

Commander  Ort.  The  contractor  is  required  to  submit  an  equip- 
ment rental  schedule  containing  essential  cost  and  age  information, 
and  he  furnishes  other  information  to  form  a  basis  for  the  establish- 
ment of  rates. 

(Senator  Truman  took  the  chair.) 

Commander  Oet  (continuing).  Now,  the  Navy's  system  or  plan  re- 
quires that  certain  information  be  furnished  when  the  equipment  is 
rented  for  the  establishment  of  rates  for  current  payments.  These 
current  rental  payments  are  tentative,  and  the  final  cost  of  the 
equipment  to  the  Government  is  determined  at  the  end  of  the  rental 
period  when  all  of  the  cost  figures  are  available. 

Mr.  Fultcn.  Can  you  tell  us  what  steps  are  taken  to  make  sure  that 
it  is  being  granted  only  at  cost  by  the  contractors,  and  who  takes  these 
steps  ? 

Commander  Ort.  The  officer  in  charge  on  the  job  administers  the 
preparation  and  the  checking  and  control  of  the  rental  schedules. 

Mr.  Fulton.  And  who  checks  on  the  officer  in  charge  of  the  project? 

Commander  Ort.  The  organization  of  the  officer  in  charge  is 
entirely  responsible  for  the  checking  and  auditing  of  these  equip- 
mental  rental  rates.  At  the  end  of  the  job,  additional  checks  will 
be  made  to  see  that  they  are  carefully  controlled. 

Mr.  Fulton.  And  who  will  make  those,  your  office  ? 

Commander  Ort.  No.  As  I  said  before,  the  policy  of  the  Chief 
of  the  Bureau  has  been  to  decentralize  the  control  insofar  as  practi- 
cable to  accelerate  the  progress  of  the  work. 

Mr.  Fulton.  So  there  is  really  no  check  in  the  central  office  on  the 
individual  projects. 

Commander  Ort.  Yes;  there  are  checks.  We  have  officers  who 
visit  the  various  jobs  to  inspect  all  features  of  the  work  and  for  coordi- 
nation between  projects  and  the  Bureau.  We  have  also  traveling 
accountants  and  auditors  who  go  around  to  check  the  various  costs 
and  to  advise  the  officer  in  charge  of  their  findings. 

Mr.  Fulton.  The  auditors  or  accountants,  of  course,  are  merly 
checking  to  make  sure  that  there  are  proper  entries.  What  I  was 
talking  about  was  the  question  of  whether  the  costs  are  actually  the 
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costs,  or  whether  they  might  be  padded,  and  I  wanted  to  know  whether 
the  Washington  office  made  any  check  at  all  on  that.  If  so,  who  does 
it? 

Commander  Oet.  The  checking  is  handled  entirely  in  the  field.  The 
officers  in  the  field  check  the  schedules. 

The  Chairman.  There  is  no  central  check  here  in  Washington  as  to 
what  the  various  field  offices  are  doing  with  regard  to  the  rental  of 
equipment  ? 

Commander  Ort.  No ;  not  a  comprehensive  check. 

LACK    OF    RECAPTURE    CLAUSE    IN    NAVY    RENTAL    AGREEMENTS EXCESSIVE 

RENTALS  PAID 

Mr.  Fulton.  Now,  with  respect  to  third-party  equipment,  does  the 
Navy  have  a  recapture  clause  ? 

Commander  Ort.  Not  in  general.  On  several  jobs  the  officer  in 
charge  has  used  the  recapture  clause. 

Mr.  Fulton.  Is  that  because  he  asked  for  it  or  because  the  equip- 
ment people  offered  it  ? 

Commander  Ort.  The  officer  in  charge  introduced  it  for  his  own 
control. 

Mr.  Fulton.  But  the  general  practice  of  the  Navy  is  not  to  have  a 
recapture  clause. 

Commander  Ort.  No. 

Mr.  Fulton.  Will  you  tell  us,  so  far  as  you  know,  why  the  decision 
was  made  not  to  have  any  recapture  clause,  no  matter  how  much  the 
rent  might  amount  to  ? 

Commander  Ort.  We  have  in  our  regulations  a  limitation  of 
50  percent  as  a  maximum  payment  on  account  of  depreciation,  which 
carefully  limits  the  amount  that  can  be  paid  on  account  of  the  loss 
in  value  from  the  use  of  the  equipment. 

The  Chairman.  But  you  have  no  limit  on  the  amount  of  rental 
that  you  pay  on  that  equipment,  have  you?  Have  you  any  limit  on 
the  amount  of  rental  you  can  pay  a  man,  we  will  say,  on  a  shovel, 
for  instance? 

Commander  Ort.  Fifty  percent  for  depreciation. 

The  Chairman.  I  notice  that  is  depreciation,  but  you  keep  on  pay- 
ing him  rent,  don't  you? 

Mr.  Fulton.  In  some  cases  you  paid  two  and  three  hundred  per- 
cent of  the  value  of  the  article  in  rent  and  you  still  haven't  got  the 
article.     Isn't  that  right? 

Commander  Ort.  Not  to  my  knowledge. 

Mr.  Fulton.  Have  you  checked  on  that? 

Commander  Ort.  You  are  speaking  of  third-party  equipment? 

Mr.  Fulton.  Third-party  equipment. 

Commander  Ort.  No  ;  we  have  not  made  any  control  at  the  Bureau 
to  the  present  date. 

Mr.  Fulton.  No  check  at  all  on  that? 

The  Chairman.  We  have  made  some  checks  here  and  some  of  the 
information  that  we  have  at  this  committee  shows  that  you  have  made 
two  and  three  hundred  percent  on  the  value  of  this  equipment.  It 
does  seem  to  me  that  you  ought  to  have  some  rule  governing  that. 

Commander  Ort.  Well,  undoubtedly 
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The  Chairman  (interposing).  Some  central  control  on  it.  I  don't 
see  why  you  don't  have  some  central  control  on  it. 

Commander  Ort.  Well,  Mr.  Chairman,  that  is  based  entirely  on 
the  general  policy  of  decentralization,  which  the  Chief  of  the  Bureau 
has  considered  very  essential  for  speed  of  construction. 

The  Chairman.  That  wouldn't  prevent  the  decentralization  of  the 
control  of  the  business  on  the  ground,  so  far  as  that  is  concerned,  but 
certainly  the  Navy  ought  to  have  some  rule  by  which  this  equip- 
ment rental  would  not  cost  the  Government  these  outrageous  prices. 
That  is  what  I  am  getting  at;  that  won't  require  any  centralization 
of  control.    It  would  only  require  just  a  plain  rule. 

Commander  Ort.  Well,  we  expect  to  get  into  those  matters  as 
rapidly  as  we  can  develop  the  controls. 

The  Chairman.  It  does  seem  to  me  that  we  have  had  plenty  of 
time  to  get  into  it.  We  have  been  renting  this  equipment  for  the 
last  40  years. 

Senator  Mead.  It  occurs  to  me,  too,  that  a  central  agency  would 
provide  an  experience  that  otherwise  could  not  be  obtained,  because 
it  would  have  the  figures  and  costs  of  the  conduct,  the  operation,  of 
all  these  projects  consolidated  into  one  office,  and  the  benefits  at- 
tained by  this  coordinated  agency  could  be  passed  out  to  all  the  sep- 
arate projects,  particularly  to  those  that  were  considered  laggard 
projects. 

Commander  Ort.  Yes,  sir. 

Senator  Mead.  So  it  occurs  to  me  that  if  it  is  good  business 
for  the  United  States  Steel  Corporation  with  far-flung  plants 
numbering  hundreds  all  over  the  United  States  to  have  one 
coordinating  agency  so  that  they  can  determine  the  cost  at  this,  that, 
and  the  other  plant,  that  the  Navy,  run  on  a  business-like  basis,  ought, 
long  before  this,  to  have  established  a  coordinated  central  agency. 

The  Chairman.  We  have  some  specific  instances  here  from  the 
Austin  Co. — a  4-yard  GMC  1931  dump  truck,  valued  at  $400,  rented 
at  $1.70  per  hour,  and  $1,086  paid  in  rent,  and  the  company  still  owns 
the  truck.  We  have  another,  a  1939  Studebaker  pick-up  valued  at 
$350,  rented  without  recapture  clause  at  $6  per  day,  $715  paid  in 
rental,  and  the  fellow  still  owns  the  truck.  There  is  instance  after 
instance  like  that  in  this  investigator's  sheet  that  the  investigator 
brought  to  the  committee,  and  it  seems  to  me  that  the  Navy  ought  at 
least,  if  it  requires  a  rule  in  the  center  of  things,  to  get  this  taken 
care  of,  to  do  that.  We  thought  the  Army  was  rotten,  but  I  will 
say  the  Navy  goes  them  one  better  than  that. 

Senator  Mead.  It  occurs  to  me  that  the  Navy  is  operating  on  an 
emergency  basis  in  some  of  its  aspects,  as  though  the  enemy  were  at 
the  door  and  we  didn't  have  time  to  give  good  business  methods  the 
proper  consideration. 

The  Chairman.  The  Navy  has  been  renting  equipment  for  the  last 
40  years,  building  these  projects,  and  it  is  supposed  to  be  in  better 
shape  than  the  Army  because  of  its  experience. 

Senator  Mead.  We  are  not  in  a  shooting  war,  and  therefore  if  we 
could,  by  conserving  our  appropriations,  get  two  battleships  instead 
of  one,  or  two  steam  shovels  instead  of  one,  ultimately  we  would  make 
greater  progress. 


INVESTIGATION  OF  THE  NATIONAL  DEFENSE  PROGRAM   1769 

Senator  Brewster.  I  would  like  to  have  the  commander's  com- 
ment on  this. 

Commander  Ort.  Well,  that  is  a  matter  of  policy,  to  determine 
how  serious  the  urgency  is. 

Senator  Brewster.  No;  I  meanv,  aoout  the  specific  instances.  Do 
you  think  those  are  probably  correct  ? 

Commander  Ort.  Well,  I  think  it  is  very  dangerous  to  draw  any  ex- 
tensive conclusions  on  individual  cases. 

Senator  Brewster.  Do  you  have  any  regulations  or  practices  in 
mind  that  would  prevent  episodes  of  this  character  ? 

Commander  Ort.  Well,  the  officers  in  charge  of  the  jobs  are  all  ex- 
perienced, responsible  people. 

Senator  Brewster.  What  do  you  think  yourself  about  accepting 
those  instances  as  correct,  as  I  assume  they  were  secured  from  your 
records  ? 

Mr.  Fulton.  No,  Senator ;  they  were  secured  from  the  contractors, 
who  naturally  would  not  exaggerate  their  rentals. 

Senator  Brewster.  Assuming  that  the  instances  are  correct,  I  would 
like  to  know  your  opinion  whether  that  is  good  practice  or  whether  it 
does  indicate  serious  failure  to  protect  the  Government's  interest. 

Commander  Ort.  I  think  all  of  those  things  require  the  most  care- 
ful attention  and  that  they  should  all  be  given  the  utmost  possible 
supervision. 

Senator  Brewster.  Is  a  thing  of  that  sort  something  that  would 
fall  within  your  supervision  ? 

Commander  Ort.  The  general  supervision  of  such  things  at  the 
present  time  is  being  handled  by  the  traveling  representatives,  officers 
and  civilians,  who  are  going  around  to  the  jobs  for  the  purpose  of  co- 
ordinating the  work  and  speeding  it  up. 

Senator  Brewster.  I  am  considerably  embarrassed  here  by  my  col- 
leagues, because  I  am  a  member  of  the  Committee  on  Naval  Affairs, 
and  I  have  been  kind  of  bragging  about  the  Navy.  They  have  been 
showing  up  the  Army  here,  and  now  they  come  around  and  say  that 
you  haven't  been  doing  as  well  as  the  Army.  I  would  really  like  as 
constructive  a  contribution  as  you  could  make  on  this  situation. 

They  have  had  recapture  clauses  in  the  Army,  apparently.  Ap- 
parently you  have  not.  When  you  pay  two  or  three  times  the  value  of 
a  truck  in  rental,  it  invites  explanation,  and  I  think  someone  ought  to 
say  something  about  it  in  justice  to  the  Navy. 

Commander  Ort.  Well,  of  course  all  equipment  from  third  parties 
is  engaged  only  after  competitive  bids.  Situations  arise  of  course 
where  limited  equipment  is  available  and  it  must  be  had  immediately, 
and  the  initial  rates  probably  shouldn't  be  carried  all  the  way 
through.  A  piece  of  equipment,  rented  for  a  short  time,  would  carry 
for  a  long  period  a  higher  rate  than  would  be  warranted. 

Senator  Brewster.  You  operate  under  Admiral  Moreell  ? 

Commander  Ort.  Yes,  sir. 

Senator  Brewster.  Bureau  of  Yards  and  Docks  ? 

Commander  Ort.  Yes,  sir. 

Senator  Brewster.  I  wish  that  you  would  take  these  particular 
cases  and  any  others  that  are  brought  to  your  attention  and  give  us 
a  little  more  detailed  study  as  to  whether  this  is  characteristic  or 
whether  it  can  be  prevented. 
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Commander  Ort.  Yes,  sir ;  I  certainly  will. 

Senator  Brewster.  You  had  better  buy  a  tractor  rather  than  pay 
three  times  it  value  for  rental. 

Commander  Ort.  We  certainly  will. 

Senator  Brewster.  Of  course,  I  think  you  ought  to  discover  this 
yourself. 

The  Chairman.  I  think  the  Navy  should  have  discovered  this  be- 
fore we  dug  it  up. 

Senator  Brewster.  I  quite  agree.  I  think  that  the  Navy  ought 
to  know  more  about  this  than  we  do.  It  is,  after  all,  your  business. 
If  this  sort  of  thing  is  going  on,  it  leads  to  undermining  confidence 
because  it  leads  us  to  wonder  how  many  other  things,  if  this  is  in 
this  instance  as  the  other  members  of  the  committee  seem  to  think, 
are  unbusinesslike  procedures.  I  am  still  standing  up  for  the  Navy, 
but  I  think  you  have  got  to  show  your  case. 

Commander  Ort.  I  agree  with  you,  sir,  and  we  certainly  will  look 
into  each  of  those  cases,  but  each  one  has  its  own  story  as  to  what 
the  surrounding  conditions  were.  Overpayment  is  not  to  be  toler- 
ated, certainly,  and  it  is  not  our  policy  to  permit  overpayments. 

Mr.  Fulton.  Commander,  are  you  familiar  with  the  associated  gen- 
eral contractors'  schedule  of  ownership  expense  ? 

Commander  Ort.  Yes,  sir ;  in  a  general  way. 

Mr.  Fulton.  And,  of  course,  in  order  to  work  out  this  question  of 
cost  of  contractor-owned  equipment,  you  have  had  to  be  familiar  with 
the  cost  of  maintaining  equipment.     Is  not  that  correct  ? 

Commander  Ort.  In  a  general  way — the  general  principles. 

Mr.  Fulton.  Well,  by  deducting  the  cost  of  ownership  from  the 
rentals,  it  is  quite  obvious  to  the  Navy  how  much  the  profits  to  these 
contractors  on  third-party  equipment  must  be,  is  it  not  ? 

Commander  Ort.  Yes;  an  analysis  would  certainly  indicate  what 
the  profits  would  be. 

Mr.  Fulton.  For  example,  here  many,  many  of  these  rates — in- 
stance after  instance — are  not  only  far  in  excess  of  the  associated 
contractors'  schedule  rates,  but  they  are  far  in  excess  of  the  rates 
that  the  equipment  distributors  ask  in  their  schedule,  both  of  which 
exceeded  the  Army's  estimate  of  the  cost  of  ownership. 

For  example,  here  is  a  $1,200  1936  Diesel  tractor  renting  for  $2  an 
hour,  and  if  used  on  a  200-hour  basis,  as  many  of  these  things  were, 
they  would  be  getting  $400  a  month  for  a  $1,200  article. 

Commander  Ort.  A  $1,200  article  ? 

Mr.  Fulton.  A  $1,200  article. 

Commander  Ort.  A  $1,200  article.  I  wonder  if  that  is  full  infor- 
mation. Is  that  the  estimated  present  value  or  the  original  value 
new? 

Mr.  Fulton.  That  is  the  estimated  present  value  as  estimated  by 
the  contractor  himself,  presumably  not  too  low. 

Commander  Ort.  Merely  to  guard  against  undue  assumptions,  the 
cost  new  might  have  been  $50,000,  and  the  figure  of  $1,200  can  be 
carelessly  assumed  to  be 

The  Chairman  (interposing).  It  is  the  contractor's  own  value  on 
the  machine,  and  I  don't  think  he  would  value  it  too  low. 

Commander  Ort.  If  it  has  only  1  year  of  life  left,  then  the  value 
would  be  low,  naturally. 
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Mr.  Fulton.  Then,  take  a  1931  dump  truck,  a  4-yard  dump  truck, 
the  one  Senator  Truman  referred  to,  valued  by  the  contractor  at  $400, 
and  you  are  renting  it  for  $1.70  an  hour.  You  have  paid  $1,086  in 
rent,  according  to  the  contract.    How  could  that  be  justified? 

Commander  Ort.  I  would  have  to  get  complete  information  to 
answer  the  question  comprehensively  and  intelligently,  and  we  pro- 
pose to  get  that  information  for  you. 

Mr.  Fulton.  Here  is  another  one:  You  are  renting  a  centrifugal 
pump,  valued  at  $90,  for  $10  a  week.  It  doesn't  take  very  long  to 
pay  for  it  at  that  rate.  Are  you  familiar  with  centrifugal  pumps, 
1%-inch,  and  the  rates  that  are  prescribed  generally  for  them? 

Commander  Ort.  I  am  familiar  with  iy2-inch  centrifugal  pumps. 
There  are  many  things  that  enter  into  the  value  of  a  iy2-inch  cen- 
trifugal pump. 

Mr.  Fulton.  You  have  some  rates  here  that  are  almost  double  the 
Equipment  Distributors'  schedule  or  rates  which,  it  was  testified  by 
the  Army,  were  40  percent  above  the  ownership  expense. 

Commander  Ort.  Well,  if  you  will  just  let  us  run  down  the  facts  and 
present  them. 

The  Chairman.  Commander,  I  think  if  you  will  begin  running 
these  down,  you  will  find  they  are  not  isolated  cases.  I  think  you 
will  find  case  after  case,  and  the  probability  is  that  you  will  find  that 
it  is  the  policy.  If  you  follow  this  thing  to  its  logical  conclusion,  you 
could  save  the  Government  a  lot  of  money. 

Commander  Ort.  I  certainly  want  to  do  that. 

Mr.  Fulton.  Do  you  know  of  any  reason  why  you  should  be  pay- 
ing half  again  the  amount  of  the  Equipment  Distributor's  schedule 
rates,  or  did  you  know  that  was  being  done  ? 

Commander  Ort.  As  I  have  indicated  previously,  Mr.  Fulton,  I 
have  not  been  out  on  the  jobs  to  analyze  individual  costs. 

Mr.  Fulton.  Well,  who  has  ? 

Commander  Ort.  The  officers  in  the  field,  and  the  traveling  repre- 
sentatives of  the  Bureau. 

Mr.  Fulton.  And,  as  you  stated  before,  those  traveling  representa- 
tives do  only  accounting;  they  do  not  pass  on  the 

Commander  Ort  (interposing).  I  mentioned  officers  also. 

Mr.  Fulton.  Well,  what  traveling  officers  do  this  checking,  and 
what  is  their  experience  in  equipment  rentals  ? 

Commander  Ort.  They  are  officers  such  as  have  been  in  the  serv- 
ice— they  are  high-ranking  officers.  They,  of  course,  don't  go  into 
the  details  of  accounting,  but  they  are  checking  over  administrative 
methods  and  general  progress  of  the  work,  and  particularly  attempt- 
ing to  speed  up  the  work. 

Mr.  Fulton.  Speed  up  the  work  irrespective  of  the  rental  of  equip- 
ment, or  are  they  checking  on  the  question  of  whether  the  rents  are  fair 
rents  ? 

Commander  Ort.  In  a  general  way  they  look  over  those  features. 

Mr.  Fulton.  These  are  cases  where  the  things  were  rented  on  one 
project.  Does  the  Navy  have  any  means  of  checking  at  all  to  deter- 
mine whether  they  were  rented  on  a  prior  project  and  whether,  when 
this  one  is  done,  they  will  go  to  still  a  third  project,  on  each  of  which 
they  might  make  rentals  equal  to  or  greater  than  the  value  of  the 
equipment  ? 
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Commander  Ort.  I  suppose  that  is  a  matter  of  general  information 
which  the  officers  in  charge  at  the  site  might  know  about. 

Mr.  Fulton.  If  they  happen  to  know  where  it  came  from,  it  would 
be  a  matter  of  information,  but  there  is  no  method  set  up  to  ascertain 
that  information? 

Commander  Ort.  No. 

Mr,  Fulton.  In  several  instances,  we  have  been  trying  to  ascertain 
that,  and  we  find  that  there  is  at  least  some  practice  of  taking  equip- 
ment from  one  project  to  another,  with  the  expectation  that  it  will  go 
to  still  a  third,  and  if  that  is  so,  the  rentals  could  easily  amount  to  at 
least  three  or  four  times  the  value  of  the  equipment. 

Commander  Ort.  I  think  the  basic  rates  should  be  carefully  con- 
trolled to  see  that  they  are  reasonable  in  all  cases  and  that  each  job 
pays  only  the  amount  that  is  proper  for  the  use  of  that  equipment. 

Mr.  Fulton.  In  fairness  to  you,  Commander,  you  haven't  been  given 
a  very  large  organization  to  handle  this  matter,  have  you  ? 

Commander  Ort.  We  are  developing  a  completely  new  organization. 

Mr.  Fulton.  Now. 

Commander  Ort.  No  ;  the  Progress  Division  is  a  new  Division  of  the 
Bureau  of  Yards  and  Docks,  and  we  have  many  activities ■ 

Mr.  Fulton  (interposing).  Of  which  this  is  only  one. 

Commander  Ort.  In  connection  with  the  execution  of  the  fee  con- 
tracts. For  example,  here  is  a  new  form  of  progress  report  which  we 
have  just  gotten  out  and  into  operation,  and  it  shows  the  status  of 
every  Public  Works  project  in  the  entire  Naval  Establishment,  from 
Unalaska  to  British  Guiana,  from  Newfoundland  to  the  Canal  Zone, 
and  to  Cavite  in  the  Philippines,  as  of  5  days  ago. 

Mr.  Fulton.  That  is  something  in  the  nature  of  the  progress  reports 
that  the  Army  gets  out  weekly,  isn't  it  ? 

Commander  Ort.  I  am  not  familiar  with  their  reports.  We  have 
every  item,  the  anticipated  date  of  usability,  and  a  great  deal  of 
other  helpful  information  and  the  report  is  now  being  distributed  to 
all  Government  offices  concerned — project  managers  and  so  forth — to 
establish  better  coordination  among  the  various  offices,  bureaus,  and 
project  managers,  to  furnish  them  the  latest,  most  complete  infor- 
mation 

Mr.  Fulton.  Preparing  that  general  information  and  other  similar 
information  hasn't  much  to  do  with  equipment  rental.  That  is  a  major 
part  of  your  work,  and  equipment  rental  is  a  minor  part,  is  it  not? 

Commander  Ort.  I  wouldn't  say  so.  It  is  one  of  the  various  features 
that  we  have — insurance  in  connection  with  the  construction  program, 
the  auditing  and  control  and  establishment  of  uniform  accounting 
methods,  the  collection  and  distribution  of  progress  information. 

Mr.  Fulton.  I  mean  you  have  these  other  very  large  duties  in  addi- 
tion to  equipment  renting. 

Commander  Ort.  Those  are  all  activities  centralized  in  our  office, 
also  the  direction  and  control  of  the  traveling  representatives  on  con- 
struction methods  and  for  speeding  up  the  progress  of  the  work. 

Mr.  Fulton.  With  all  those  other  duties  that  your  office  has  to 
take,  do  you  have  the  facilities  and  staff  that  would  be  necessary  for 
you  to  examine  these  questions  and  ascertain  whether  these  rentals 
are  far  in  excess  of  scheduled  rates  ? 
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Commander  Ort.  We  are  attempting  to  build  up  an  organization, 
but  our  office  space  is  extremely  limited.  We  can't  possibly  take  any 
more  employees  into  the  office.  I  have  been  looking  for  equipment 
experts  for  some  little  time,  to  send  around  to  the  jobs  to  assist  on 
rental  schedules  for  contractor-owned  equipment. 

Mr.  Fulton.  And  is  it  by  reason  of  that  lack  of  staff  that  the 
Navy  has  not  kept  track  of  the  total  amount  of  equipment  that  it 
has  rented,  or  the  rates,  and  kept  a  centralized  check  on  these  matters  ? 

Commander  Ort.  Well,  I  am  not  sure  that  we  haven't  kept 

Mr.  Fulton  (interposing).  For  example,  did  anybody  in  your  office 
look  over  the  rates  of  these  individual  projects? 

Commander  Ort.  I  think  that  question  has  been  covered  a  number 
of  times,  Mr.  Fulton,  and  I  have  explained  that  we  have  not  brought 
all  of  that  control  into  the  central  office. 

Mr.  Fulton.  Well,  has  anybody  looked  over  these  individual  offices 
to  find  out  which  constructing  heads  were  not  doing  their  job  by 
permitting  rentals  that  were  excessive?  The  Army  did,  for  example. 
Has  anyone  done  that? 

Commander  Ort.  Our  traveling  representatives — the  officers  that 
I  speak  of. 

Mr.  Fulton.  Who  among  them  are  at  fault  for  not  finding  these 
cases  ? 

Commander  Ort.  Well,  I  don't  think  that  anybody  is  at  fault 

for 

The  Chairman  (interposing).  In  other  words,  it  just  hasn't  oc- 
curred to  the  Navy  that  there  is  anything  wrong  with  it,  I  imagine. 
That  is  what  the  difficulty  is. 

Mr.  O'Dunne.1  Mr.  Chairman,  may  I  say  that  this  witness  did  not 
know  that  he  was  going  to  testify  until  yesterday.     Am  I  right? 
Commander  Ort.  Yes. 
Mr.  O'Dunne.  He  has  been  in  the  Navy  Department  and  was  called 

back  to  the  Navy  Department  recently  as  a  very  specialized 

The  Chairman  (interposing).  We  don't  want  to  do  him  any  in- 
justice at  all.  As  the  case  appears  to  me,  the  Navy  didn't  know  any- 
thing about  this  and  made  no  effort  to  find  it  out.  We  are  just  calling 
it  to  their  attention  very  emphatically. 

Mr.  O'Dunne.  I  understand.  The  questions  have  been  on  admin- 
istrative policy  and  check  and  cross-check  systems  of  accounting  with 
which  he  is  not  familiar.  I  am  perfectly  sure  that  there  is  a  logical 
explanation.     These  are  isolated  cases. 

The  Chairman.  I  hope  that  is  so,  and  if  there  is  an  explanation, 
we  want  it. 

Mr.  O'Dunne.  I  would  like  the  privilege  of  bringing  Admiral 
Moreell,  who  is  familiar  with  the  whole  policy  and  who  will  give 
you  a  much  broader  picture. 

Mr.  Fulton.  Mr.  O'Dunne,  did  Admiral  Moreell  check  these,  or 
is  this  man  subordinate  to  Admiral  Moreell  who  will  check  these? 

Mr.  O'Dunne.  That  I  don't  know.  I  am  perfectly  willing  to  find 
that  out,  Mr.  Fulton. 

Mr.  Fulton.  If  the  head  of  the  equipment  unit  wouldn't  know 
aTx>ut  it,  how  would  the  head  of  the  Bureau  of  Yards  and  Docks 
know  about  it? 


1  Eugene  O'Dunne,  special  assistant  to  the  Under  Secretary  of  the  Navy. 
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Mr.  O'Dunne.  That  is  a  question  which  I  don't  readily  see  the 
answer  to,  but  I  am  sure  there  is  some  answer  and  I  am  sure  it  is 
not  a  hit-and-miss  system  as  the  record  now  appears  that  it  is. 

The  Chairman.  We  will  give  you  a  chance  to  get  it. 

Mr.  O'Dunne.  Thank  you,  Senator. 

The  Chairman.  Senator  Mead,  did  you  have  any  questions? 

Senator  Mead.  I  was  interested  in  the  cost  of  the  various  machines, 
including  trucks,  but  no  mention  was  made  of  who  pays  for  the  up- 
keep, furnishes  the  gas  and  the  oil  and  the  tires,  and  pays  for  the 
garage  rental,  the  cost  of  moving  these  machines  from  one  city  or 
project  to  another.  Do  you  know  anything  about  who  takes  care  of 
that  cost?  For  instance,  Commander,  if  you  pay  $2  an  hour  for  an 
automobile  or  a  truck,  and  the  truck,  we  will  say,  cost  about  a 
thousand  dollars,  in  500  hours  you  would  have  the  cost  of  that  truck 
met,  but  we  would  have  to  know  who  paid  all  these  charges  to 
determine  whether  or  not  the  $2  an  hour  was  a  good  bargain. 

Commander  Ort.  Yes,  sir. 

Senator  Mead.  Is  the  truck  rented  and  then  all  the  upkeep  furnished 
by  the  Navy,  or  is  the  truck  rented  with  the  idea  that  the  owner  will 
keep  that  truck  in  going  condition  ? 

Commander  Ort.  Well,  there  are  several  classifications  of  rental. 
The  equipment  that  is  rented  from  the  contractor  at  actual  cost  is 
maintained  while  on  the  job  as  a  part  of  the  job.  Equipment  from 
third  parties  depends  on  the  terms  of  the  rental  agreement. 

Senator  Mead.  In  compiling  the  information,  it  would  be  well,  I 
presume,  to  indicate  just  who  takes  care  of  those  charges,  because  it 
would  be  much  easier  for  the  committee  to  determine  whether  or  not 
the  bargain  were  a  reasonable  one  if  it  knew  who  was  paying,  say, 
the  transportation.  Take,  for  instance,  a  truck  that  has  already 
been  paid  for 

Commander  Ort  (interposing).  Yes,  sir. 

Senator  Mead.  And  that  has  already  been  used  on  another  project 
some  distance  removed  from  where  it  is  now  being  used,  will  the 
Navy  pay,  after  already  paying  double  the  price  of  the  truck,  for  the 
transportation  of  that  truck  and  then  begin  to  pay  for  the  truck  all 
over  again,  or  is  the  transportation  left  to  the  owner  of  the  rented 
equipment  ? 

Commander  Ort.  Presumably,  in  the  case  of  third-party  equip- 
ment, the  transportation  charges  from  one  job  to  another  would  be 
for  the  account  of  the  owner. 

Senator  Mead.  That  is  something  that  should  be  furnished,  along 
with  the  rest  of  the  information. 

Commander  Ort.  Yes,  sir. 

Senator  Mead.  Commander,  do  you  know  anything  about  the  naval 
bases  that  are  now  under  construction  in  the  North  Atlantic,  outside 
of  the  continental  United  States? 

Commander  Ort.  In  a  general  way ;  yes,  sir. 

Senator  Mead.  Where  are  they  located  ? 

Commander  Ort.  One  at  Bermuda  and  one  at  Argentia,  New- 
foundland. 

Senator  Mead.  Newfoundland? 

Commander  Ort.  Yes. 

Senator  Mead.  Any  more? 
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Commander  Ort.  Well,  I  know  of  the  Iceland  situation  in  a  general 
way.    Further  than  that,  I  have  no  information. 

Senator  Mead.  What  about  Greenland? 

Commander  Ort.  I  have  no  information. 

Senator  Mead.  Or  Labrador  ? 

Commander  Ort.  I  have  no  information  on  those ;  sir. 

Senator  Mead.  Have  you  any  information  as  to  the  construction 
of  new  bases  in  the  western  Pacific  ? 

Commander  Ort.  Those  that  are  authorized  for  Pearl  Harbor, 
Wake  Island,  Johnston  Island,  Guam,  Samoa,  and  the  Philippines. 
Further  than  that,  I  have  no  information. 

Senator  Mead.  Those  are  all  under  construction  now  ? 

Commander  Ort.  Yes,  sir. 

Senator  Mead.  Is  there  any  construction  at  Wake  Island  ? 

Commander  Ort.  I  think  so ;  sir. 

Senator  Mead.  And  there  is  no  construction  beyond  the  Philip- 
pines ?  ___  | 

Commander  Ort.  Not  to  my  knowledge. 

Senator  Mead.  Not  under  the  lend-lease  ? 

Commander  Ort.  Not  to  my  knowledge. 

Senator  Mead.  And  in  the  South  Atlantic,  Commander,  you  men- 
tioned something  about  projects  at  Guiana,  was  it? 

Commander  Ort.  British  Guiana? 

Senator  Mead.  British  Guiana. 

Commander  Ort.  The  bases  on  British  areas  include  Trinidad,  St. 
Lucia,  Antigua,  and  Jamaica. 

Senator  Mead.  And  British  Guiana? 

Commander  Ort.  And  British  Guiana. 

Senator  Mead.  Are  there  any  others  in  the  South  Atlantic  ? 

Commander  Ort.  Those  on  American  territory  in  Puerto  Rico, 
Virgin  Islands,  Guantanamo,  and  Canal  Zone. 

Senator  Mead.  Those  are  all  going  projects  ? 

Commander  Ort.  Yes,  sir;  under  construction. 

Senator  Mead.  As  an  over-all  proposition,  Commander,  I  think  the 
Navy  is  setting  a  very  good  example,  from  the  standpoint  of  the 
progress  as  it  applies  to  the  fleet,  turning  out  ships.  I  just  read  in 
this  morning's  paper  an  article  indicating  that  34  ships  were  launched 
last  month. 

Commander  Ort.  Yes,  sir. 

Senator  Mead.  Every  one  of  them  was  launched  a  week  or  several 
months  ahead  of  schedule. 

Commander  Ort.  Yes,  sir. 

Senator  Mead.  From  that  standpoint,  I  think  you  are  doing  a  very 
good  job,  but  perhaps  the  lack  of  space,  lack  of  personnel,  the  rush 
for  completion  of  projects,  have  contributed  to  the  lack  of  an  eco- 
nomical administration  that  the  committee  is  prying  into. 

Commander  Ort.  Well,  as  I  stated  before,  the  general  policy  of  the 
Bureau  has  been  to  speed  up  the  progress  of  the  work.  That  was  the 
first  fundamental.  And  to  accomplish  that,  the  Chief  has  decided 
on  decentralization  and  is  still  striving  to  bring  about  additional 
decentralization  for  the  purpose  of  speeding  up  the  work. 

Senator  Mead.  When  you  say  the  "Chief,"  who  do  you  mean  ? 

Commander  Ort.  The  Chief  of  the  Bureau,  Admiral  Moreell. 
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Senator  Mead.  Oh,  Admiral  Moreell.  Well,  they  are  doing  a  very 
good  job,  very  rapidly,  but  I  presume  the  business  methods  could  be 
considerably  improved. 

I  have  no  further  questions. 

The  Chairman.  The  committee  will  recess  until  10 :  30  tomorrow, 
when  we  will  take  up  the  Bantam  car  contracts. 

(Whereupon  at  11:40  a.  m.,  the  committee  recessed  until  10:30 
a.  m.,  Wednesday,  August  6,  1941.) 1 


1  Hearings  held  on  August  6,  7,  12,  and  13  appear  in  Hearings,  Part  7. 
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TUESDAY,  AUGUST    19,    1941 

United  States  Senate, 
Special  Committee  Investigating  the 

National  Defense  Program, 

Los  Angeles,  Calif. 

The  committee  met  at  2:30  p.  m.,  pursuant  to  adjournment  on 
Wednesday,  August  13,  1941,  at  Washington,  in  room  1611,  United 
States  Courthouse,  Senator  James  M.  Mead  presiding. 

Present :  Senator  James  M.  Mead. 

Present  also:  Hugh  A.  Pulton,  chief  counsel;  Charles  P.  Clark, 
associate  chief  counsel. 

Senator  Mead.  Before  you  start,  one  of  the  rules  of  the  committee  is 
to  swear  the  witness.  Will  you  stand  up  %  This  is  a  record  that  we 
are  making  for  not  only  the  committee  but  for  the  entire  Senate  and 
for  everybody  who  wants  to  read  the  record  thereafter,  the  depart- 
ments of  Government,  and  so  on. 

Do  you  solemnly  swear  to  tell  the  truth,  the  whole  truth,  and  nothing 
but  the  truth,  so  help  you  God  ? 

Mr.  Olson.  I  do. 

The  supervisor  here  can  go  ahead  of  me,  if  you  are  in  a  hurry. 

Senator  Mead.  The  committee  will  please  be  in  order.  We  only  have 
a  short  time ;  we  will  give  everybody  a  part  of  it.  We  don't  want  any- 
body to  try  to  take  the  other  fellow's  time.  It  may  be  that  we  are  going 
outside  of  our  jurisdiction  in  some  cases,  but  we  want  to  be  as  generous 
as  we  can,  hear  as  much  as  we  can.  We  are  going  to  ask  each  witness 
to  be  as  brief  as  possible. 

TESTIMONY  OF  VINCENT  HARRIS  OLSON,  CHAIRMAN  OF  BOARD, 
PORT  HUENEME  SHIPBUILDING  CORPORATION  OF  OXNARD  HAR- 
BOR, CALIF. 

LACK  OF  COOPERATION  FROM  GOVERNMENT  AGENCIES  IN  PROPOSED  CALIFORNIA 

SHIPYARD 

Mr.  Olson.  We  would  like  to  know  why  we  can't  secure  the  coopera- 
tion of  the  Defense  Plant  Corporation  and  the  Maritime  Commission 
and  the  United  States  Navy,  Interior  Department,  and  any  other  Gov- 
ernment agencies  interested  in  building  ships  for  the  protection  of 
America,  as  well  as  for  merchant-marine  service  after  the  World  War. 

I  have  contacted  every  defense  agency,  and  I  find  after 
spending  many  thousands  of  dollars  at  Washington  and  several 
different  trips  that  I  am  no  nearer  securing  the  answer  than  I  was  when 
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I  started,  except  I  know  a  little  bit  more   about  the  routine  in 
Washington. 

I  visited  about  35  Congressmen,  about  15  Senators  on  this  matter. 
They  all  agree  that  the  United  States  needs  additional  shipyards  but 
they  don't  know  the  procedure  to  go  about  it. 

I  visited  Mr.  Snyder,  chairman  of  the  Board  of  Defense  Plant 
Corporation,  while  in  Washington,  and  I  also  visited  Captain  Vickery 
of  the  Maritime  Commission,  and  Admiral  M.  S.  Robinson,  of  the 
Navy  Department,  and  tried  to  secure  information  from  them  and 
direct  orders  so  we  could  build  the  yard  at  Port  Hueneme. 

We  are  advocating  securing  a  $10,000,000  appropriation  under  the 
lease-lend  bill  and  also  through  the  Defense  Plant  Corporation,  to 
build  these  buildings  and  lease  them  to  us  as  we  have  an  over- 
abundance of  skilled  labor,  ship  labor,  here  on  the  Pacific  coast,  and 
an  overabundance  of  manpower,  and  we  have  all  the  political  groups, 
the  civic  groups,  the  farm  groups,  and  the  citrus  industry,  and  every- 
body concerned  in  the  territory,  as  well  as  the  chamber  of  commerce, 
back  of  us. 

We  feel  we  should  have  some  means  whereby  we  could  secure  from 
the  Maritime  Commission  a  certificate  of  certification  of  the  need  of 
this  plant  out  here  as  a  defense  arm  of  the  industry,  and  also  because  it 
will  produce  a  tax  revenue  in  an  area  that  is  now  dormant.  The  people 
up  there  have  spent  several  million  dollars  in  producing  this  harbor. 
We  have  all  the  tracks  in;  we  have  the  docks  in,  and  we  have  the 
warehouses,  and  the  people  in  the  territory  are  willing  to  go  ahead, 
but 

Senator  Mead  (interposing).  Locate  this  harbor  for  us. 

Mr.  Olson.  It  is  at  Oxnard  Harbor,  about  45  miles  north  of  Los 
Angeles  and  about  40  miles  south  of  Santa  Barbara,  on  the  Pacific 
coast.  The  Port  Hueneme  is  named  the  Oxnard  Harbor  District,  and 
it  was  created  about  1939,  and  the  United  States  maritime  new  school 
is  there  now,  and  it  will  be  dedicated  on  the  30th  of  this  month. 

Senator  Mead.  United  States  maritime  school? 

Mr.  Olson.  Yes ;  also  the  United  States  Coast  Guard  school  for  train- 
ing officers.  In  fact,  it  is  facing  our  site.  With  all  these  potentialities 
and  the  possibilities  of  producing  a  wonderful  American  community, 
increasing  its  liabilities  to  the  Government's  benefit,  we  cannot  under- 
stand why  we  cannot  secure  this  shipyard. 

Senator  Mead.  Do  any  business  in  the  harbor  now  ? 

Mr.  Olson.  No  ;  except  the  regular,  small-time  freight  lines  coming 
in  there.  But  the  railroad  people,  the  Southern  Pacific,  are  back  of 
us;  Senator  Downey,  and  Elliott  and  Sheppard,  and  all  the  political 
group  up  there,  and  the  truck-forwarding  people. 

We  also  have  interested  an  eastern  steamship  line  to  come  in  there 
and  operate  a  steamship  line. 

Senator  Mead.  Did  they  suggest  any  weaknesses  in  the  location  or 
character  or  type  of  a  harbor? 

Mr.  Olson.  No;  the  last  letter  we  have  had  from  the  Maritime  Com- 
mission was  they  doubted  that  anybody  in  the  United  States  could 
secure  sufficient  skilled  labor  to  build  ships. 

Senator  Mead.  Was  there  any  other  reason  why  they  wouldn't  ap- 
prove your  request  ? 
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Mr.  Olson.  No  other  reason  except  I  understand  before  we  came 
into  the  picture  there  was  somehing  done  that  was  harmful  to  the 
project  3  or  4  years  ago,  with  Secretary  Ickes,  and  that  somehow  or 
other  has  put  a  black  eye — 

Senator  Mead  (interposing.)   What  was  that? 

Mr.  Olson.  I  don't  know  what  it  was.  It  seemed  to  be  inter- 
ference, somebody  using  some  sort  of  a  bribe  to  secure  the  benefits 
for  that  harbor,  but  that  was  before  we  had  anything  to  do  with  it, 
and  we  have  not  attempted  to  approach  anybody,  or  I  haven't  at- 
tempted to  approach  anybody,  or  any  of  my  organization,  with  any 
sort  of  thing  except  on  a  legitimate  basis. 

Senator  Mead.  Other  than  a  paper  organization,  what  have  you 
got? 

Mr.  Olson.  We  have  the  promises  of  3y2  million  dollars  from 
eastern  bankers  and  about  the  same,  a  like  amount  of  money  from 
the  local  bankers,  providing  we  could  produce  evidence  of  a  ship- 
building contract  from  the  Government,  and  we  have  also  assurance 
from  the  petroleum  industry  that  they  would  give  us  a  contract  for 
approximately  50  tankers,  with  the  Government's  approval,  to  build 
oil  tankers,  and  we  have  no  fear  that  we  could  secure  overnight  at 
least  a  one-million-dollar-bond  issue  to  guarantee  the  performance 
of  the  operation. 

Senator  Mead.  What  about  R.  F.  C.  money  ? 

Mr.  Olson.  We  cannot  secure  that  and  no  other  private  ship- 
building corporation  can  secure  that,  but  due  to  the  fact  the  Mari- 
time Commission's  short-sighted  policy  prohibits  any  private  enter- 
prise from  advancing  the  theory  of  securing  money  through  the 
Defense  Plant  Corporation,  the  Defense  Plant  Corporation  will  not 
give  a  certificate  of  necessity  unless  they  have  the  approval  from 
the  Maritime  Commission  or  the  Navy  Department,  for  the  project. 

The  authority  in  charge — and  we  have  to  depend  upon  their  ideas 
as  to  whether  we  can  secure  the  certificate  or  not — have  the  idea 
at  the  present  time  that  the  shipyards  have  been  expanded  as  far 
as  possible  for  the  basic  materials  and  the  skilled  labor  available 
in  the  United  States.  We  dispute  that  argument.  We  claim  there 
is  an  overabundance  of  basic  materials  and  used  tools  and  labor  and 
that  there  should  be  an  additional  100  shipyards  constructed  in  the 
United  States,  as  at  the  present  time  there  are  less  than  60  shipyards. 
In  the  last  World  War  there  were  270.  There  are,  to  my  knowl- 
edge, about  20  other  independent  concerns,  like  myself,  that  have 
been  forced  to  discontinue  any  ideas  of  advancing  new  shipyards 
in  the  United  States,  because  of  this  condition. 

Senator  Mead.  I  realize  that  you  have  probably  exhausted  every 
means  open  to  you  in  Washington,  that  you  have  taken  the  matter 
up  with  every  agency  with  the  possible  exception  of  this  committee. 

It  occurs  to  me  that  we  might  offer  some  assistance  to  you  in  the 
form  of  an  intermediary  that  might  present  your  plan  to  the  proper 
authority,  but  I  would  like  to  have  the  advice  of  counsel  before 
I  go  into  that  too  deeply. 

What  do  you  think  about  it  ? 

Mr.  Fulton.  I  think  we  might  be  able  to  do  that,  but  I  would  sug- 
gest that  Mr.  Olson  forward  to  us  in  Washington  a  detailed  story  of 
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the  efforts  that  have  been  taken  up  and  a  description  of  the  quantity 
of  labor  available,  methods  of  financing  he  has  in  mind,  and  I  will 
then  have  investigators  go  to  the  Maritime  Commission  and  consider 
it  further.     That  is  about  all  we  can  do. 

Mr.  Olson.  May  I  make  a  suggestion,  please,  to  the  board.  I  sug- 
gest that  I  have  been  all  through  that  procedure  and  I  appreciate  your 
courtesy  and  offer  to  go  to  the  Maritime  Commission,  but  I  think  the 
only  way  that  the  private  shipyards  and  the  private  enterprises  are 
going  to  get  any  place  in  this  particular  emergency  is  for  the  Govern- 
ment to  appropriate  a  bill,  entirely  new  bill,  of  $10,000,000,000,  with 
the  idea  of  constructing  30,000,000  additional  tons. 

Under  the  present  set-up  they  have  appropriated  about  three  and 
one-half  billion  dollars  for  about  1,200  ships.  This  is  not  adequate. 
The  type  of  ships  they  are  building  will  be  absolutely  obsolete  in  5 
years.  They  are  only  building  10-  to  12-knot  ships,  and  they  need 
17-  to  23-knot  ships.  They  will  be  of  no  use.  If  the  war  should  end 
tomorrow,  I  would  like  to  ask  the  Government  what  are  they  going 
to  do  with  the  box-like  ugly  ducklings  ? 

Senator  Mead.  Of  course,  we  couldnt'  consider  a  bill.  That  is  be- 
yond the  province  of  this  committee.  But  we  could  demand  an  ex- 
planation from  the  Maritime  Commission  or  from  the  Navy  or  any 
other  shipbuilding  agency,  as  to  the  reason  why  they  have  rejected 
your  offer. 

Under  present  legislation,  it  occurs  to  me  that  one  or  the  other  of 
the  agencies  could  utilize  your  facilities,  if  they  wished  to,  if  there 
are  facilities.  But  if  there  are  no  facilities  then,  of  course,  it  comes 
in  another  category,  and  it  would  require  legislation  such  as  you  sug- 
gest. That  ought  to  be  introduced  by,  perhaps,  the  Representative 
in  the  Congress  from  the  district,  or  someone  on  the  Committee  on 
Merchant  Marine,  or  by  one  of  the  two  Senators  from  this  State.  But 
our  committee  has  no  authority  to  consider  and  recommend  legisla- 
tion. It  is  not  a  regular  legislative  committee.  It  is  merely  an  inves- 
tigating committee  to  determine  what  is  wrong  with  the  defense  pro- 
gram. 

I  think  the  suggestion  of  the  counsel  is  a  very  good  one.  If  you 
would,  at  the  request  of  our  committee,  which  I  make  of  you  now, 
send  us  a  statement  giving  us,  in  order,  the  steps  that  you  have  taken, 
the  location  of  your  proposed  facility,  and  all  of  the  resources  and 
facilities  you  have  at  your  command  or  you  may  command,  if  you 
secure  a  contract,  we  then  can  take  that  to  the  Maritime  Commission 
or  have  them  come  before  our  committee,  or  have  O.  P.  M.  and  the  rest 
of  these  interested  agencies  come  with  them  and  tell  us  just  why  they 
are  not  using  this  facility  and  these  resources. 

I  would  suggest,  in  addition  to  what  you  have  in  the  record,  we 
will  put  that  statement,  also,  in  the  record.  You  send  us  the  state- 
ment setting  forth  your  claim. 

Mr.  Olson.  That  is  very  good  of  you,  Senator.  May  I  suggest 
something  else? 

Senator  Mead.  Yes. 

Mr.  Olson.  Their  bugaboo,  as  far  as  we  have  been  concerned,  and 
other  private  enterprises,  shipbuilding  organizations,  has  been  that 
they  have  awarded  all  these  contracts  under  the  appropriations  which 
they  have,  and  our  contention  is  that,  although  they  have  awarded, 
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they  have  bottlenecked  industry  because  the  people  they  have  awarded 
contracts  cannot  produce.  In  other  words,  if  they  give  Harry  Kaiser 
301  ships  and  he  hasn't  produced  two,  our  theory  is  they  should  take 
away  100  ships  from  him  and  divert  it  to  us. 

Senator  Mead.  I  think  they  would  have  authority  to  withdraw  or 
recall  contracts  that  haven't  been  started  and  revise  the  distribution 
of  those  contracts. 

I  understand  there  is  a  plant  here  in  Los  Angeles  where  they  now 
have  12  or  14  ways.  They  are  only  using  6  or  8  of  them.  On  account 
of  a  steel  shortage,  they  are  unable  to  lay  down  any  further  ships,  and 
yet  the  Maritime  Commission  is  asking  them  to  build  more  ways, 
when  they  are  unable  to  use  50  percent  of  the  ways  they  now  have, 
on  account  of  the  steel  shortage.  So  that  we  know  that.  Now,  we 
have  learned  your  predicament.  If  you  would  send  us  a  complete 
statement,  it  will  go  in  the  record  following  your  testimony,  and  it 
will  be  taken  up  by  us  with  the  various  agencies  of  the  Government, 
for  you. 

I  would  also  ask  you  to  send  a  copy  of  it  to  your  Representative  and 
to  your  Senator  or  Senators. 

Mr.  Olson.  Yes ;  we  will  attend  to  that  right  away. 

Senator  Mead.  We  will  talk  to  them  also. 

Mr.  Olson.  Thank  you  very  much  for  your  courtesy. 

Senator  Mead.  Thank  you. 

Mr.  Clark.  This  is  Mr.  Gordon  L.  McDonough,  member  of  the 
Board  of  Supervisors,  who  seeks  the  committee's  assistance  regarding 
a  highway  here.     He  has  his  associates  with  him. 

Senator  Mead.  In  keeping  with  our  procedure,  we  swear  in  all  the 
witnesses.  This  is  a  record  that  we  are  making  for  the  full  commit- 
tee, for  the  Senate,  for  the  agencies  of  the  Government,  for  their 
guidance  and  instruction. 

Do  you  solemnly  swear  to  tell  the  truth  and  nothing  but  the  truth, 
so  help  you  God  ? 

Mr.  McDonough.  I  do. 

TESTIMONY  OF  G0ED0N  I.  McDONOUGH,  MEMBEE,  BOAED  OF 
SUPEEVISOES,  SECOND  DISTEICT,  COUNTY  OF  LOS  ANGELES,  LOS 
ANGELES,  CALIF. 

PROPOSED  CONSTRUCTION   OF  LOS   ANGELES   RIVER  FREEWAY 

Mr.  McDonough.  Senator  Mead,  this  is  a  project  which  has  been 
under  consideration  for  some  time.  Its  purpose  is  to  build  a  high- 
way on  the  banks  of  the  Los  Angeles  River  from  the  Sepulveda 
Boulevard  intersection  in  San  Fernando  Valley  to  the  Los  Angeles- 
Long  Beach  Harbor  area. 

The  Los  Angeles  River  has  been  built  as  a  flood-control  channel 
through  the  country  by  the  United  States  Army  engineers,  with  the 
assistance  of  the  Federal  Government  in  appropriating  funds  for 
flood-control  purposes  in  this  county.  In  purchasing  the  right-of- 
way  for  the  Los  Angeles  River  and  in  designing  the  channel,  the 
United  States  Army  engineers  anticipated  a  maximum  flood  which, 
in  their  opinion,  the  channel  should  carry,  approximately  100,000 
second-feet  of  water.     That  is  a  tremendous  amount  of  water  to  fall 
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in  Southern  California  at  any  one  time,  but  it  is  nevertheless  designed 
to  meet  the  requirements  of  the  congressional  bill  which  made  the 
appropriation,  and  that  was  that  the  money  spent  by  the  Federal 
Government  should  be  spent  with  the  understanding  that  each  dol- 
lar spent  would  compensate  to  the  assessed  valuation  of  the  county 
by  the  protection  of  lands  that  would  be  inundated  if  the  river  wasn't 
built,  The  river  is  constructed  and  is  in  operation  practically  from 
Sepulveda  Boulevard  to  a  point  about  Soto  Street,  in  the  county 
here. 

The  banks  of  the  river  are  designed  so  that  in  many  places  along 
the  river  right-of-way  a  highway  could  be  put  on  the  top  of  the 
levee  or  on  the  adjacent  side,  land  side  of  the  levee.  The  program 
between  the  county  and  the  Federal  Government  was  that  we,  Los 
Angeles  County,  should  purchase  the  right-of-way ;  the  Federal  Gov- 
ernment would  pay  for  the  construction  of  it.  So  the  right-of-way 
is  practically  all  purchased  and  in  title  in  the  hands  of  the  county 
of  Los  Angeles  in  the  form  of  a  flood-control  right-of-way. 

The  regional  planning  commission  of  the  county  (Mr.  Adams  is 
now  the  acting  director,  and  Mr.  Ruchti,  assistant)  were  ordered 
by  the  board  of  supervisors  to  make  a  study  of  the  feasibility  of  a 
freeway,  that  is,  traffic  on  one  bank  going  north  and  traffic  on  the 
other  bank  going  south  from  Sepulveda  Boulevard  to  Los  Angeles- 
Long  Beach  Harbor,  a  distance  of  about  40  miles,  to  facilitate  the 
movement  of  commercial  traffic  and  munitions  and  things  necessary 
in  war  effort  in  this  territory,  believing  that  this  could  be  built 
much  quicker  than  any  other  freeway,  on  account  of  the  fact  that 
we  own  most  of  the  right-of-way.  The  severance  and  demolition, 
and  the  severance  of  streets  along  the  river  have  all  been  determined 
by  the  courts  as  being  necessary  to  the  general  welfare  of  the  people 
here,  as  compared  to  a  freeway  of  any  other  character  that  would 
have  to  be  so  determined  by  the  courts  before  right-of-way  could  be 
purchased. 

This  project  is  known  in  Washington  to  Dr.  Hughes,  the  road 
commissioner,  known  to  the  Senators  from  this  State,  the  Congress- 
man from  this  county,  to  Mr.  Carmody. 

It  has  been  under  this  study,  as  I  said,  by  the  regional  planning 
Commission.  A  preliminary  report  is  here,  which  I  would  like  to 
file  with  the  committee  for  their  consideration.1  For  a  brief  de- 
scription of  the  proximity  to  the  defense  industries,  I  would  like 
Mr.  Adams  to  show  you  a  map  showing  the  need  of  it,  It  is  my 
desire,  if,  as  and  when  the  Federal  Government  finds  it  essential,  to 
provide  the  right-of-way  to  the  Federal  Government  for  this  free- 
way, with  the  hope  that  they  will  endorse  it  and  provide  some  of 
the  finances  for  its  construction. 

It  lies  in  the  very  center  of  the  county's  population  and  industrial 
section,  as  this  map  shows,  these  dots  indicating  thousands  of  people. 
So,  going  down  through  three  large  metropolitan  areas,  the  Glendale 
area,  Los  Angeles  City  area,  the  Long  Beach  Harbor  area,  the  high- 
way practically  acts  as  a  backbone  for  the  transmission  of  commer- 
cial traffic  from  San  Joaquin  to  San  Francisco  and  the  valley  in 
the  north  here  through  to  the  harbor,  and  vice  versa. 
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This  river  is  now  submerged  below  the  surface ;  naturally  it  would 
be,  being  a  river  bed.  But  the  highway  that  we  figure  on,  would 
be  submerged,  also,  in  its  construction,  so  that  it  would  be  added 
protection  for  freeway  purposes  and  for  military  purposes. 

Its  proximity  to  the  industrial  and  defense  industries  is  shown  on 
this  map.  Mr.  Adams  could  probably  describe  this  better  than  I 
can. 

Mr.  Adams.1  The  red  lines  on  this  map  indicate  the  location  of 
the  proposed  freeway,  one  roadway  on  each  side  of  the  existing  flood- 
control  channel. 

These  brown  spots  here,  with  the  names  on  them,  indicate  the 
manufacturing  and  industrial  facilities,  aircraft  and  other  facilities. 
This  first  one,  to  the  north,  is  the  Lockheed- Vega  aircraft  factories 
and  Menasco  and  Kinner  airplane  motors  plants.  Then  Seventh  and 
Santa  Fe,  the  Lockheed  aircraft  assembling  plant,  certain  portions 
of  the  aircraft.  That  is  near  the  business  district  of  Los  Angeles. 
The  central  manufacturing  district  is  in  this  area. 

Mr.  McDonough.  There,  by  the  way  of  description  is  the  area 
which  comprehends  the  numerous  service  districts  to  the  metropoli- 
tan area.  In  that  you  find  food  products,  semiassembled — well,  the 
Chrysler  plant  is  in  about  there,  and  there  is  a  number  of  tire  and 
manufacturing  plants. 

Here  is  the  approximate  location  of  the  Vultee  plant  [indicating] 
which  is  served  by  a  highway  connected  with  the  freeway.  Over  here 
is  the  oil  refinery  [indicating]  of  the  county,  practically  in  the  vicinity 
of  Signal  Hill. 

Here  is  the  Western  Basin  shipbuilding  territory,  and  the  Federal 
Government  has  already  appropriated  money  to  connect  with  the 
Wilmington  area  here  into  this  river  area.  In  other  words,  going  down 
here,  you  could  shoot  off  in  that  direction  to  Wilmington,  the  yellow 
one,  that  goes  to  Los  Angeles  Harbor.  This  continues  down  the  river 
bed  to  Long  Beach  Harbor. 

This  is  the  new  Douglas  plant  on  which  the  Federal  Government 
is  financing  the  construction.  Here  is  your  Terminal  Island  shipbuild- 
ing plant. 

Senator  Mead.  This  is  the  extent  of  the  project  ? 

Mr.  McDonough.  It  starts  about  here. 

Mr.  Adams.  Sepulveda  Boulevard  is  the  westerly  terminus. 

Senator  Mead.  How  long  did  you  say  ? 

Mr.  Adams.  Approximately  40  miles. 

Senator  Mead.  It  is  a  flood-control  project? 

Mr.  McDonough.  That  is  right.  We  plan  on  putting  the  road  on 
the  top  of  the  levee  and  on  the  land  side  adjacent  to  the  levee,  not  in 
the  channel,  because  the  flood-control  engineers  have  decided  that  the 
hydraulics  wouldn't  stand  for  any  impediment  of  the  flow. 

Senator  Mead.  Therefore  you  have  the  two  roads,  one  on  each  side  ? 

Mr.  McDonough.  That  is  correct,  and  a  freeway  which  is  not  inter- 
sected by  any  surface  street.    It  is  all  bridged ;  it  is  already  bridged. 

Senator  Mead.  The  roads  will  go  under  the  bridges  ? 

x  Arthur    H.    Adams,    acting    director,    Regional   Planning   Commission,    county    of    Los 
Angeles. 
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Mr.  McDonough.  That  is  the  point  exactly.  These  streets  cut  off 
by  severance  and  easement  have  been  settled  by  court  action,  so  there 
is  no  difficulty. 

Senator  Mead.  It  is  in  that  stage  of  progress.  You  have  the  plans 
and  the  specifications.  You  have  taken  it  up  with  the  Government 
agencies,  and  final  action  hasn't  been  taken,  but  all  the  preliminaries 
are  available? 

Mr.  McDonough.  That  is  correct. 

Senator  Mead.  Plans,  specifications,  and  so  on  ? 

Mr.  McDonough.  That  is  right.  Colonel  Kelton,  who  is  the  resident 
Army  engineer,  was  very  cautious  not  to  impede  the  flow  of  the  river 
in  the  channel.  This  report  which  the  regional  planning  commission 
1-as  made,  of  which  I  will  leave  a  copy  with  you,  has  determined  that 
the  feasibility  of  the  highway  is  on  top  of  the  levee  and  the  land  side, 
which  does  not  impede  the  channel.  Colonel  Kelton  has  sent  me  a 
letter  of  endorsement,  endorsing  the  program  as  outlined  by  the 
regional  planning  commission. 

What  we  hope  to  do  is  to  interest  the  Federal  Government  in  this 
project  to  the  point  of  the  county  taking  the  responsibility  for  the 
purchase  of  the  right-of-way,  and  seeking  aid  from  the  Federal  Gov- 
ernment for  the  construction  of  the  project  itself,  from  the  point  of 
view  of  military  necessity,  as  well  as  the  commercial  asset  that  it 
would  be  in  the  transmission  of  raw  materials  from  the  north,  and 
agricultural  products  in  the  San  Joaquin  and  the  northern  part  of 
California  to  Los  Angeles  Harbor  and  back.  It  is  vitally  needed  insofar 
as  the  surface  traffic  is  concerned.  We  are  congested  here  with  heavy 
trucks  on  the  highway,  and  we  have  no  freeway  through  the  center  of 
the  city  at  the  present  time. 

Senator  Mead.  It  is  being  handled  by  the  board  of  supervisors  rather 
than  by  the  municipality? 

Mr.  McDonough.  Oh,  yes ;  it  is  strictly  the  county  of  Los  Angeles 
handling  it.  By  virtue  of  the  fact  that  we  have  acquired  this  right 
of  way,  it  removes  any  speculation  on  the  purchase  of  right  of  way. 
except  what  we  may  need  to  augment  the  existing  highway  or  the 
highway  along  the  banks. 

We  have  spent  $1,191,000  in  the  purchase  of  easements  and  right  of 
way  for  what  we  now  have  constructed.  If  we  need  any  additional 
right  of  way,  it  is  going  to  be  taken  on  a  condemnation  proceeding. 
Of  course,  from  a  speculative  point  of  view  on  the  sale  of  land, 
there  is  no  interest  to  speak  of.  I  don't  think  there  is  anything  of 
that  nature  in  the  picture.  I  have  been  fathering  this  thing  along 
myself,  and  if  there  was  anyone  selling  land  they  probably  would 
have  been  trying  to  contact  me,  but  they  haven't  because  they  know 
we  own  the  right  of  way. 

We  want  to  further  remove  the  responsibility  of  having  to  finance 
this  out  of  our  local  gasoline-tax  money  because  we  probably  could 
not  build  the  highway  for,  I  would  say,  a  period  of  10  to  15  years 
if  we  had  to  do  it  out  of  our  own  funds. 

We  do  believe  that,  because  of  its  proximity  to  the  aircraft  and 
other  manufacturing  industries,  the  fact  that  it  connects  the  harbor 
with  the  valley  and  is  actually  the  backbone  of  the  county  through 
which  the  industrial  and  other  centers  passes,  it  is  of  military  value. 
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Senator  Mead.  How  much  do  you  figure  the  project  is  finally  cost- 
ing the  Government? 

Mr.  McDonough.  Well,  that  would  depend  entirely  on  what  type 
of  construction  was  put  on  the  levee.  The  average  cost  of  freeway 
construction  runs  $1,000,000  a  mile,  as  I  get  the  figures.  If  that 
were  true,  we  could  discount,  to  begin  with,  $1,191,000  for  cost  of 
right-of-way  because  that  is  already  spent. 

I  know,  from  my  familiarity  with  the  location  of  the  river,  that 
it  is  easily  workable.  It  is  not  in  a  territory  where  you  have  to  do 
a  lot  of  dredging  or  blasting.  It  could  be  built,  I  would  say-  easier 
in  its  location  than  it  could  in  any  other  similar  location  throughout 
the  county  because  there  are  no  buildings  in  the  way  to  move,  to 
speak  of;  there  are  no  utilities  to  move.  It  is  merely  a  matter  of 
grading  and  putting  in  a  foundation,  laying  in  a  good  road  surface. 

The  regional  planning  commission  engineers  have  anticipated  a 
four-lane  highway  on  either  side  of  the  bank,  50  feet,  12-foot  lanes, 
which  ought  to  serve  the  use  of  the  highway  for  a  long  time  to  come, 
as  far  as  traffic  is  concerned. 

This  report,  Senator,  will  give  you  the  details  of  the  study,  showing 
its  proximity  to  population,  its  proximity  to  industry,  the  studies  they 
have  made  of  many  angles  of  the  cross  section  of  the  river  in  many 
places,  and  the  existing  bridge  structure  that  is  on  there  now.  If  the 
committee  will  digest  that  report,  I  am  sure  they  will  find  it  very 
interesting. 

(The  report  referred  to  was  marked  "Exhibit  No.  101"  and  appears 
in  the  appendix  on  p.  1924.) 

Senator  Mead.  How  long  do  you  estimate  it  will  take  to  construct 
that  highway  once  they  get  it  under  way  ? 

Mr.  McDonough.  I  couldn't  say.  I  would  be  guessing,  for  the 
reason  I  am  not  familiar  with  road  construction  from  an  engineering 
point  of  view,  to  be  accurate  about  it. 

Senator  Mead.  Of  course,  it  would  have  to  be  available  very  shortly 
if  it  was  going  to  make  a  contribution  to  the  emergency,  unless  that  is 
going  to  last  many,  many  years,  which  we  hope  it  won't. 

At  any  rate,  we  have  all  the  information  in  this  report,  I  think 
sufficient  to  guide  the  committee,  and  we  will  be  very  glad  to  take  it  up 
when  we  get  back  to  Washington,  and  we  hope  that  any  of  the  delega- 
tion in  the  Congress  that  are  interested,  will  talk  to  us  about  it. 

Mr.  McDonough.  I  expect  to  be  in  Washington  in  September  for 
the  purpose  of  interesting  those  who  may  be  following  through  on  this. 

The  one  point  I  want  to  leave  with  you,  before  I  finish,  is  that 
there  is  a  system  of  defense  highways  under  consideration  in  the 
Los  Angeles  area  which  comprehends  almost  every  point  of  vantage, 
from  a  military  point  of  view  and  a  commercial  point  of  view,  much 
of  which  is  not  now  constructed. 

Considering  the  possibility  of  building  this  as  compared  to  building 
the  many  highways  that  are  under  consideration,  I  would  say  we 
could  build  this  much  quicker  than  many  of  those  that  are  now 
known  as  strategic  and  access  highways,  under  the  proposed  bill  that 
was  recently  vetoed,  the  $125,000,000  bill. 

If  possible,  we  would  like  to  have  this  included  in  the  next  access 
highway  or  strategic  highway  bill  in  Washington. 
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Senator  Mead.  Such  a  bill  passed  the  Senate  last  week  and  probably 
will  be  acted  upon  by  the  House  very  shortly,  and  there  will  then  be 
available  some  money  for  the  elimination  of  bottlenecks  and  for  stra- 
tegic and  defense  highways.  Probably  this  matter  could  be  considered 
under  the  provisions  of  that  appropriation. 

However,  we  are  very  glad  to  have  you  with  us  and  we  appreciate 
your  presentation,  and  we  will  be  happy  to  take  the  matter  up  when 
we  get  back  to  Washington. 

Mr.  Clark.  Senator,  this  is  Mr.  George  Franck  and  Mr.  J.  L.  Tin- 
ning, president  and  vice  president  of  Hercules  Foundries.  Mr.  Franck 
wants  to  discuss  the  position,  the  difficult  plight  of  small  business 
insofar  as  possible,  and  also  discuss  the  difficulty  encountered  with 
the  Aluminum  Co.  of  America. 

Senator  Mead.  Do  you  solemnly  swear  to  tell  the  truth  and  nothing 
but  the  truth,  so  help  you  God  ? 

Mr.  Franck.  Yes. 

TESTIMONY  OF  GEORGE  T.  FRANCK,  PRESIDENT,  HERCULES  FOUN- 
DRIES, INC.,  LOS  ANGELES,  CALIF. 

EFFECT  OF  MONOPOLY,  PRIORITIES,  AND  LACK  OF  SUBCONTRACTING  ON  SMALL 

BUSINESS 

Mr.  Franck.  In  order  to  diversify  our  business  (we  find  the  vol- 
ume of  what  we  are  now  doing  is  growing  less  and  less)  we  have 
attempted  to  diversify  by  being  in  the  aluminum  foundry  business  as 
well  as  in  the  gray  iron  foundry  business  as  we  presently  are. 

Senator  Mead.  What  do  you  mean  by  "gray  iron?" 

Mr.  Franck.  Well,  we  are  presently  founding  exclusively  gray 
iron.  That  means  fittings  and  pipe  and  castings  of  various  charac- 
ters, other  than  steel.  We  have  previously  had  experience  in  alumi- 
num foundry  work.  In  seeking  some  Government  contracts  in  alumi- 
num foundry  work  we  have  experienced  that  a  great  many  of  the 
aircraft  factories  are  contracted  with  the  Aluminum  Corporation  for 
their  foundry  work,  on  aluminum  castings,  through  the  year  1942 
which,  of  course,  eliminates  the  possibility  of  the  person  who  wants 
to  go  into  aluminum  castings,  or  a  person  who  is  already  in  it,  to 
get  their  fair  share  of  the  defense  orders  the  airplane  factories  are 
receiving.  We  thought  it  a  very  unfair  practice  for  the  airplane 
factories  to  farm  out  the  vast  majority,  over  a  period  of  a  year  and 
one-half,  to  one  company. 

The  Aluminum  Co.  came  into  Los  Angeles  as  foundrymen  several 
years  ago.  Today  they  have  several  thousand  people  employed,  and 
their  attitude  is  that  they  are  not  yet  satisfied  with  the  volume  of 
business  they  are  getting,  but  they  would  like  to  get  all  of  it,  if  they 
can,  with  the  result  that  they  are  not  only  lining  up  all  the  business 
in  the  aircraft  industry  and  aircraft  accessory  manufacturers,  but 
they  are  likewise,  because  of  the  volume  they  are  attempting  to  trans- 
act, taking  employees  away  from  other  foundrymen. 

We  think  that  we  are  entitled  to  a  portion  of  this  business,  if  we  can 
handle  it,  but  we  are  fearful  of  going  into  it  because  of  the  fact  that 
we  will  not  be  able  to  get  the  orders  because  they  are  all  contracted 
already  to  the  Aluminum  Co. 
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We  think  it  is  manifestly  unfair  that  the  taxpayer  who  is  paying 
for  this  preparedness  is  denied  the  opportunity  of  securing  a  portion 
of  the  work. 

Senator  Mead.  Where  is  your  plant  located  ? 

Mr.  Franck.  Slausin  and  Boyle  Avenue,  in  Vernon. 

Senator  Mead.  How  big  is  it  ? 

Mr.  Franck.  Until  recently  we  employed  425  men,  and,  due  to 
shortage  of  material,  we  had  to  close  down  one  shift  3  weeks  ago  and 
laid  on  147. 

Senator  Mead.  Where  do  you  get  your  material  now,  your  raw 
material  ? 

Mr.  Franck.  All  the  way  from  Seattle,  Wash.,  down  to  El  Paso 
and  over  to  Salt  Lake.  That  is  iron.  We  were  getting  pig  iron  from 
Provo,  Utah.  United  States  Steel  Co.  plant.  During  the  first  5 
months  of  this  year  we  shipped  in  from  that  pig  iron  operation  3,000 
tons  of  pig  iron.  At  the  end  of  May  we  were  told  we  could  get  no 
more  pig  iron,  and  we  have  gotten  none,  regardless  of  the  fact  we 
have  a  priority  on  pig  iron  at  the  rate  of  530  tons  a  month.  On 
presentation  of  that  priority  to  Mr.  Ross,  the  president  of  the  Co- 
lumbia Steel  Corporation  at  San  Francisco,  we  were  denied  any  pig 
iron.  We  have  not  received  one  carload  of  pig  iron  since  the  latter 
part  of  May. 

Senator  Mead.  What  is  your  priority  rating? 

Mr.  Franck.  A-10.  It  is  a  blanket  rating  for  the  reason  that  our 
orders  are  numerous  and  varied.  They  very  often  call  for  very  fast 
delivery  which,  in  itself,  would  almost  necessitate  a  blanket  rating 
under  which  to  function  because  it  would  be  imposible  to  make  the 
deliveries  that  are  wanted  and  to  use  and  to  get  any  effect  out  of  a 
priority  other  than  a  blanket  priority. 

Senator  Mead.  Are  your  customers  all  connected  with  the  defense 
program  ? 

Mr.  Franck.  I  would  say  80  percent.  We  supply,  for  instance, 
all  of  the  Consolidated  Aircraft  plant  in  San  Diego.  In  other  words, 
at  one  time  we  had  35  military  projects  that  were  drawing  on  our 
plant,  all  the  way  from  Aleutian  Islands  out  to  Manila  and  back  to 
Denver. 

Senator  Mead.  Well,  one  difficulty  that  you  experience  today  is  in 
getting  orders  from  the  airplane  plants.  If  I  got  your  testimony 
right,  it  seems  they  are  going  over  your  head,  or  going  beyond  you  to 
the  Aluminum  Co. 

Mr.  Franck.  We  wish  to  get  into  the  aluminum  casting  business, 
and  we  think  we  are  entitled  to  business  from  the  airplane 

Senator  Mead  (interposing).  They  are  giving  their  orders  to  the 
Aluminum  Co.? 

Mr.  Franck.  That  is  correct,  and  they  are  dating  the  orders  ahead. 
They  must  be  blanket  contracts  because  the  airplane  companies  are 
unable  today  to  give  any  specific  specifications  on  aluminum  castings 
they  are  going  to  use  in  planes  next  year. 

Senator  Mead.  If  they  gave  you  the  orders,  could  you  fill  them  ? 

Mr.  Franck.  Yes;  we  would  put  up  a  plant  and  fill  them. 

Senator  Mead.  But  you  would  have  to  put  up  a  plant  ? 

Mr.  Franck.  Yes. 
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Senator  Mead.  And  you  would  have  to  get  the  aluminum  from  some 
company  ? 

Mr.  France.  From  the  Aluminum  Co.  or  Reynolds  Metals  and 
Bohn  Aluminum. 

Senator  Mead.  Would  they  be  able  to  give  it  to  you  ? 

Mr.  Franck.  I  think  they  would  have  to. 

Senator  Mead.  Have  you  made  any  effort  to  find  out  whether  or 
not  they  would  have  it  available  to  you? 

Mr.  Franck.  Not  directly  from  the  Aluminum  Co.  but  we  are 
certain  they  would  have  to  have  it  available  as  long  as  we  have 
Government  business. 

Senator  Mead.  I  understand  that  there  are  quite  a  number  of 
so-called  independent  or  small  businessmen  that  just  cannot  get  the 
aluminum. 

Mr.  Franck.  That  is  because  they  perhaps  don't  have  the- proper 
ratings  on  their  orders  they  want  to  use  it  for. 

Senator  Mead.  Here  is  a  case  where  you  haven't  got  the  orders, 
and  you  are  not  sure  whether  or  not  you  can  get  the  material.  You 
see,  you  are  not  sure  that  you  can  get  the  aluminum  from  the  Alumi- 
num Co.  or  from  Reynolds  Metals.  You  are  not  sure  that  you  can 
go  to  the  airplane  manufacturer  and  get  the  order,  and  you  haven't 
got  the  plant. 

It  occurs  to  me  that  you  could  get  the  plant  all  right,  providing 
you  showed  that  it  was  not  going  to  be  too  difficult  for  you  to  get 
the  orders.  If  you  had  the  orders,  the  plant  would  follow  as  a 
natural  sequence.  Then,  of  course,  the  one  remaining  task  would  be 
to  determine  whether  or  not  the  Aluminum  Co.  would  sell  you  the 
aluminum,  or  Reynolds  Metals,  and  they  are  not  under  sizable  pro- 
duction as  yet. 

Mr.  Franck.  Well,  of  course,  the  stumbling  block  is  this,  that  we 
claim  we  have  just  as  much  right  to  be  in  the  aluminum  casting 
business  as  the  Aluminum  Co.  or  anybody  else  that  wants  to  go  in 
business  to  supply  this  defense  need. 

They,  the  Aluminum  Co.,  have  expanded  their  plant  here  tre- 
mendously, in  face  of  the  fact  that  there  are  other  aluminum  foun- 
dries in  Los  Angeles,  and  also  taking  employees  away  from  the 
gray  iron  foundries,  such  as  we  operate.  We  are  fully  conversant 
with  the  founding  of  aluminum,  as  we  have  done  it  previously.  But 
the  point  I  want  to  develop  is  that,  in  investigating  this  matter,  in 
an  attempt  to  get  into  the  aluminum  foundry  business,  we  have  been 
unable  to  get  orders,  simply  because  of  the  fact  that  these  airplane 
factories  are  contracted  on  orders  to  the  end  of  1942,  and  a  good, 
big  portion  of  it  is  with  the  Aluminum  Co.  of  America. 

Senator  Mead.  It  occurs  to  me  that  you  and  others  in  your  cate- 
gory have  been  unjustly  dealt  with  as  a  result  of  the  development 
of  a  monopoly  in  the  aluminum  field  by  the  Aluminum  Co.  of  North 
America.  You  have  been  unfairly  dealt  with  by  reason  of  the 
priorities,  and  you  probably  have  been  unfairly  dealt  with  by  reason 
of  the  fact  that  large  contracts  have  been  awarded  to  large  companies, 
with  no  thought  about  subcontracting. 

If  contracts  not  yet  issued,  or  contracts  already  agreed  upon  and 
not  yet  completed  could  be  recalled  or  revised,  or  both,  and  awarded 
to  a  large  manufacturer,  who  would  not  only  agree  to  price  but 
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would  agree  to  subcontract  a  very  large  percentage  of  the  contract, 
minimum  of  25,  perhaps  maximum  of  50,  then  they  would  be  looking 
for  subcontracts  like  you  are,  in  order  to  add  to  their  list  of  sub- 
contractors to  meet  the  requirements.  So  that  it  occurs  to  me 
the  Government  ought  to  insist  upon  a  certain  minimum  amount 
of  subcontracting  on  all  existing  contracts  not  already  started,  and 
on  all  future  contracts  that  are  not  yet  let. 

Mr.  Franck.  That  should  be  done,  and  the  subcontract  should  be 
let  to  concerns  in  which  the  parent  company  has  not  interest  or 

Senator  Mead  (interposing).  Oh,  yes. 

Mr.  Franck.  Where  the  personnel  connected  therewith  has  no 
interest. 

Senator  Mead.  Like  the  United  States  Steel  or  Bethlehem  Steel. 
They  subcontract  to  their  own  subsidiaries.  That  isn't  spreading  the 
work  at  all,  to  any  great  extent.  They  ought  to  be  called  upon  to 
sublet  to  independent  contractors  outside  of  their  own  set-up.  But 
that  seems  to  me  to  be  your  problem,  and  it  is  a  problem  that  we  as  a 
committee  should  be  interested  in,  namely,  the  diffusion,  the  spread 
of  this  national-defense  program 

Mr.  Franck  (interposing).  That  is  correct,  Senator. 

Senator  Mead.  By  not  only  directives  ordering  it  to  be  done,  by 
the  Army  and  Navy,  but  by  new  contracts  that  would  require  that  a 
certain  amount  of  it  be  sublet,  and  by  awarding  the  contract  to  the 
contractor  who  would  guarantee  to  sublet  the  greatest  percentage  of 
the  contract.  That  would  stop  that  expansion,  eliminate  the  neces- 
sity of  new  machinery,  and  it  would  leave  our  peacetime  industrial 
plant  ready  to  return  to  work  when  peacetime  production  is  in  demand 
again. 

Mr.  Franck.  That  is  exactly  what  we  requested  of  the  aircraft  com- 
pany— that  is,  would  they  provide  us  with  some  orders  on  which  we 
could  then  get  Government  priorities  on  equipment  that  would  be 
necessary.  We  can't  get  to  first  base.  It  is  tied  up  in  a  pretty 
tight,  little  bundle,  and  it  is  not  being  dispersed. 

Senator  Mead.  I  believe  a  determined  effort  will  be  made.  I  can 
see  a  growing  disposition  on  the  part  of  the  Congress  and  on  the  part 
of  the  agencies  of  the  Government  to  become  vitally  concerned  with 
the  coming  of  Reynolds  and  other  aluminum-producing  companies 
in  the  field.  I  believe  if  you  persist  that  the  opportunity  for  par- 
ticipation in  the  defense  program  will  come  to  you. 

Mr.  Franck.  But  one  factor  that  the  Government  should  keep  in 
mind,  in  dishing  out  the  billions  of  dollars  of  business  they  have  to 
the  airplane  companies  the  past  few  years,  turning  over  to  them 
almost  carte  blanche  the  purchasing  of  the  items  that  go  into  their 
manufacture,  is,  perhaps,  a  step  that  should  be  taken  into  considera- 
tion. We  do  not  see  why  they  should  have  the  sole  right  to  dispense 
that  business  the  way  they  see  fit,  without  regard  to  the  national 
emergency. 

Senator  Mead.  We  appreciate  your  testimony. 

Mr.  Clark.  Senator  Mead,  this  is  Mr.  Kelley.  He  represents  a 
group  of  citizens  out  at  Pasadena  and  Altadena  protesting  against 
removal  of  C.  C.  C.  camps. 

Senator  Mead.  Mr.  Kelley,  do  you  swear  to  tell  the  committee  the 
truth,  the  whole  truth,  and  nothing  but  the  truth,  so  help  you  God  ? 

Mr.  Kelley.  I  do. 
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TESTIMONY  OF  GEOKGE  L.  KELLEY,  PASADENA,  CALIF. 

REASONS  AGAINST  REMOVAL.  OF  ANGELES  CREST,  CALIF.,  C.  C.  C.  CAMP 

Mr.  Kelley.  Senator  Mead,  we  brought  a  few  people  in  from  three 
different,  small,  mountain  towns,  Sierra  Madre,  Altadena,  and  Mont- 
rose, to  give  you  a  short  word  picture  of  the  necessity  for  retaining 
the  Angeles  Crest  Camp  in  the  Arroyo  Seco  area. 

Senator  Mead.  Has  it  been  removed  ? 

Mr.  Kelley.  It  has  been  temporarily  removed  to  the  Dalton  Camp 
at  Glendura.  We  did  that  to  keep  the  equipment  here  until  this  board 
could  get  the  full  facts  and  make  a  decision  on  the  necessity  of  keeping 
this  camp  here. 

I  appeared  last  Thursday,  I  believe  it  was,  before  Senator  Wallgren 
and  impressed  on  him  the  necessity  of  keeping  the  camp  here.  He  ar- 
ranged to  hold  what  we  call  the  Tuna  Camp  temporarily  until  the 
end  of  the  month,  to  give  us  a  chance  to  get  the  facts  before  you  today. 

Senator  Mead.  So  that  the  unit  is  in  the  vicinity  but  not  on  the 
location  ? 

Mr.  Kelley.  It  is  not  in  the  particular  location  we  want  to  keep  it. 
The  necessity  for  keeping  it  in  this  location  is  that  this  Angeles  Crest 
Camp  was  one  of  the  first  ones  that  came  in  after  the  big  Montrose 
flood  in  1933,  and  that  was  one  of  the  reasons  why  we  had  the  C.  C.  C. 
out  here.  They  are  familiar  with  the  entire  area  back  here,  and  we  are 
taking  them  away  from  where  they  are  of  the  greatest  use.  The  Gov- 
ernment itself  is  spending  $1,170,000  as  the  first  fire-prevention  area  in 
the  United  States.  That  is  taking  place  in  the  upper  Arroyo  Seco. 
That  program  is  just,  starting  up  there  now.  These  boys  can  be  of 
tremendous  value  not  only  in  protecting  that  area  but  in  protecting 
what  we  call  the  water  life  line  from  Boulder  Dam  alongside  of  the 
Sierra  Madre  Mountains,  down  to  Los  Angeles,  and  from  Owens  Valley 
in  through  the  west  side,  through  Montrose. 

Senator  Mead.  Can't  they  give  the  same  quality  of  protection  where 
they  have  been  transferred  to  ? 

Mr.  Kelley.  They  could,  to  a  certain  extent,  but  this  is  the  place, 
they  know  the  territory.     The  boys  have  been  trained  back  here. 

Senator  Mead.  Is  this  place  closer  to  the  aqueduct  ? 

Mr.  Kelley.  Yes ;  it  is  closer  to  the  area  where  we  need  protection. 
This  is  where  both  the  aqueducts  converge,  and  we  need  to  spike 
camps  there  to  prevent  fire  and  get  the  boys  out  quickly,  so  we  don't 
have  a  tremendous  lot  of  heavy  fire  fighting  to  do  later. 

Senator  Mead.  Have  you  had  any  fires  there  recently? 

Mr.  Kelley.  No;  we  haven't,  because  we  have  been  watching  it 
carefully.  We  have  a -50-year  cover  crop  we  are  very  jealous  of. 
In  other  words,  we  try  to  keep  crying  wolf  all  the  time  so  we  don't 
have  a  fire.     When  the  fires  hit  us,  then  we  have  trouble. 

We  have  a  few  things  we  want  to  present  here,  a  little  evidence,  to 
show  the  result  of  the  fires,  and  I  have  three  of  these  here,  Mrs.  Mc- 
Donald who  went  through  the  Montrose  flood — I  would  like  her  to 
give  you  a  short  picture  of  it — and  Councilman  Paul  Carter  of  Sierra 
Madre.  They  are  right  under  the  gun  up  there.  I  would  like  to 
have  him  give  you  a  short  picture.  And  Officer  Pulfer  from  the 
sheriff's  office  in  Montrose  to  give  you  a  short  picture  of  the  tremendous 
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value  of  these  boys  in  helping  on  accidents,  traffic  accidents,  back  in 
that  whole  area.     It  is  worth  while. 

Senator  Mead.  Before  the  committee  takes  it  up,  have  you  taken 
it  up  with  your  Representative  from  that  district  in  the  Congress? 

Mr.  Kelley.  Yes;  we  have  wired.  I  have  a  copy  of  a  telegram  I 
want  to  file  with  you.  We  wired — Mr.  Carter  has  wired  Carl  Hin- 
shaw  and  Voorhis,  and  they  are  doing  everything  they  can  back  there, 
and  we  have  written  the  President  on  the  7th. 

Senator  Mead.  What  about  the  Senators  ? 

Mr.  Kelley.  We  have  wired  the  Senators.  This  telegram  is  to 
Johnson  and  to  Downey.  So  we  have  taken  every  action  we  can 
there,  but  the  orders  come  out  here  to  cut  down  the  C.  C.  C.  In  this 
particular  area  we  have  plenty  of  boys.  We  had  200  boys  on  the 
closing  date,  to  put  in. 

Senator  Mead.  The  committee  wouldn't  want  to  take  up  a  local 
matter  unless  it  were  brought  to  the  attention  of  the  delegation  in 
Congress. 

Mr.  Kelley.  We  want  to  impress  on  you  the  necessity  of  protect- 
ing our  water  life  line.  The  airplane  plants  in  the  valley,  that  you 
have  looked  over,  and  the  harbor  and  the  oil  and  everything  are  worth 
nothing  unless  we  can  get 

Senator  Mead  (interposing).      They  depend  on  water  and  power. 

Do  you  want  to  file  that  correspendence  with  the  committee? 

Mr.  Kelley.  Yes ;  I  want  to. 

(The  documents  referred  to  were  marked  "Exhibits  Nos.  102  to 
107"  and  are  included  in  the  appendix  on  pp.  1934-1937.) 

Senator  Mead.  Is  there  anything  else  that  you  want  to  put  in  ? 

Mr.  Kelley.  I  want  to  file  that. 

Senator  Mead.  This  is  the  general  outline  of  the  area  ? 

Mr.  Kelley.  The  Arroyo  Seco.  This  gives  you  an  idea  of  the 
kind  of  homes  that  is  protected  over  in  Montrose.  That  will  give 
you  a  picture  of  the  result  of  the  flood.  I  want  to  show  that  to 
show  you 

Senator  Mead  (interposing-).  This  was  when? 

Mr.  Kelley.  This  is  the  1938  flood. 

Mrs.  McDonald.  1933. 

Mr.  Kelley.  No  ;  1938. 

Senator  Mead.  In  '33  you  had  one  and  in  '38  again? 

Mr.  Kelley.  '38  again.  It  has  cost  us  $1,000,000  to  put  a  drain  at 
the  lower  part  of  the  Arroyo  Seco,  and  then  $1,000,000  being  spent 
up  above. 

I  would  like  to  put  these  three  people  on  the  stand  because  they 
can  give  you  something  that  is  valuable,  to  give  you  a  short  word 
picture  for  the  record. 

Mrs.  McDonald,  from  Montrose. 

Senator  Mead.  Mrs.  McDonald,  do  you  agree  to  tell  the  truth  and 
nothing  but  the  truth,  so  help  you  God? 

Mrs.  McDonald.  I  do. 

TESTIMONY  OF  MRS.  McDONALD,  MONTROSE,  CALIF. 

Senator  Mead.  Proceed.     Give  us  a  nice  little  picture. 
Mrs.  McDonald.  I  have  lived  in  the  valley,  in  San  Fernando  Val- 
ley, since  1923.     I  was  there  when  we  had  the  great  fire  in  1927 
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which  destroyed,  completely  destroyed,  our  Elfin  Forest.  Our  Elfin 
Forest  is  just  as  important  to  us  out  there  as  the  great  forests  are 
in  the  North  because  it  holds  the  soil  and,  when  that  is  gone,  then 
we  just  have  these  terrible  floods.  In  1927  we  had  this  terrible  fire 
which  took  over  the  whole  of  the  Sierro  Madre  Mountains,  came 
down  across  our  valley  there.  In  15  minutes  it  was  over  Verdugo 
Hills,  it  leaped;  it  didn't  destroy  it  down  in  the  bottom  but  leaped 
over  to  Verdugo  Hills  and  went  down  over  the  Burbank  side,  burned 
up  100  homes  in  less  than — not  12  hours. 

There  is  nothing  you  can  do  to  stop  a  fire  with  inexperienced 
fighters.  These  boys  up  there  are  equipped  with  heavy  shoes  and 
heavy  clothing.  They  are  accustomed  to  obeying  orders.  They  know 
how  to  fight  fire.  They  are  accustomed  to  shoveling.  If  we  have  to 
depend  on  coming  down  here  to  Main  Street  to  pick  up  the  derelicts 
(o  come  there  and  fight  a  fire,  when  we  have  a  fire  started  15  miles 
from  Los  Angeles,  it  is  going  to  get  away  from  us. 

In  1933  we  began.  You  see,  we  haven't  had  any  protection  up 
there  except  our  forestry  department,  which  do  yeoman  service,  and 
our  own  fire  department,  but  there  are  so  few  men,  and  they  can't 
do  it  all.     When  a  big  fire  gets  started,  they  just  can't  take  care  of  it. 

Senator  Mead.  You  have  ample  fire  protection  for  the  community 
life? 

Mrs.  McDonald.  Yes;  as  far  as  homes  are  concerned,  if  the  fire 
starts  in  a  community. 

Senator  Mead.  And  you  have  a  State  forest  service? 

Mrs.  McDonald.  Yes;  we  do. 

Senator  Mead.  You  have  a  Federal  Forest  Service? 

Mrs.  McDonald.  They  are  very  good  but  not  manned  to  take  care 
of  a  tremendous  fire. 

Senator  Mead.  Were  they  weakened  by  the  draft  ? 

Mrs.  McDonald.  I  don't  think  so. 

Senator  Mead.  Have  they  been  depleted  by  economic  moves? 

Mrs.  McDonald.  I  don't  think  so. 

Mr.  Kelley.  We  never  had  enough. 

Mrs.  McDonald.  It  is  not  manned  enough.  They  are  all  right  to 
direct  fires,  to  direct  men  who  are  able. 

In  1933  we  had  this  fire  in  October,  which  took  off — it  burned  this 
way  [indicating]  and  burned  back  again  over  that  whole  Sierra 
Madre  and  completely  destroyed  the  Elfin  Forest.  In  December, 
the  last  night  of  December — it  rained  several  days  there — at  mid- 
night we  had  that  terrible  flood  which  destroyed  life  not  only  in  our 
community  but  destroyed  life  all  the  way  to  Long  Beach,  clear  down 
to  the  ocean.  There  were  people  destroyed  in  that  flood.  You  see, 
3'ou  have  to  protect  the  fire  where  it  starts.  You  have  to  start  at 
the  beginning.  It  won't  do  any  good  to  make  a  lot  of  protection 
down  here  in  Los  Angeles  or  Long  Beach,  along  the  way,  if  you 
don't  do  anything  at  the  head.  So  we  are  asking  you  to  leave  the 
C.  C.  C.  boys  up  there  where  they  can  stop  that  fire  when  it  gets 
started. 

We  haven't  had  a  serious  fire  since  those  boys  have  been  put  out 
there,  and  we  really  feel  it  is  not  only  protection  for  us  and  for  Bur- 
bank,  for  the  airplanes  over  there,  but  also  for  the  people  in  Los 
Angeles. 
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Senator  Mead.  Plenty  of  work  for  the  boys  to  do  there? 
Mrs.  McDonald.  Oh,  yes.     There  is  no  question  about  that. 
Senator  Mead.  Thank  you  very  much. 

Mr.  Kellet.  I  would  like  to  introduce  Paul  Carter,  councilman. 
Senator  Mead.  Do  you  solemnly  swear  to  tell  the  truth  and  nothing 
but  the  truth,  so  help  you  God? 
Mr.  Carter.  I  do. 

TESTIMONY  OF  PAUL  CARTES,  COUNCILMAN,  SIERRA  MADRE, 

CALIF. 

Senator  Mead.  Do  I  understand  you  are  the  councilman? 

Mr.  Carter.  Councilman  from  the  city  of  Sierra  Madre,  a  com- 
munity of  about  5,000  adjacent,  north  of  Pasadena-  as  Mr.  Kelley 
said,  "under  the  gun." 

We  are  particularly  interested  in  the  maintenance  of  the  Angeles 
Crest  C.  C.  C.  camp,  for  two  reasons.  In  the  first  instance,  the 
Angeles  Crest  Camp  is  located  at  the  foot  of  the  Angeles  Crest  High- 
way which,  reference  to  a  map  will  show,  parallels  the  Arroyo  Seco, 
the  main  stream  running  down  through  Pasadena  and  crosses  and 
parallels  the  head  waters  of  both  the  Los  Angeles  River  and  the 
San  Gabriel  River.  The  main  branches  of  those  streams  are  served 
by  this  Angeles  Crest  Highway.  In  other  words,  the  establishment 
and  maintenance  of  the  Angeles  Crest  Camp  at  the  foot  of  this  high- 
way makes  this  sixty-  or  one-hundred-man  personnel  immediately 
available  to  any  incipient  fires  which  may  start  in  that  area.  And 
the  Sierra  Madre  Mountains  or  San  Gabriel  Range  area  is  the  main 
watershed  for  both  the  Los  Angeles  and  San  Gabriel  Rivers.  Conse- 
quently, any  flood  damage  originating  in  that  area  by  reason  of  a 
burn-off,  as  a  result  of  forest  fire,  injures  the  entire  valley  area  be- 
tween Pasadena  and  the  ocean-  between  Pasadena,  Long  Beach,  and 
the  other  coast  communities,  with  the  consequent  loss  of  life  as  Mrs. 
McDonald  has  indicated. 

Our  own  experience  with  the  C.  C.  C  has  been,  in  the  past  2  years, 
that  incipient  fires  which  have  started  in  our  immediate  area,  that  is 
in  3  or  4  miles  of  mountain  foothill  area,  brush-covered  area,  adjacent 
to  Sierra  Madre,  the  C.  C.  C.  equipment,  water  tank,  trucks  and  men 
and  shovels  and  the  proper  Forest  Service,  United  States  Forest 
Service,  supervisor  of  the  town,  is  right  on  the  job  within  10  or  15 
minutes  after  an  alarm  goes  in.  In  other  words-  they  are  on  the 
job  just  as  fast  as  a  city  department  is  in  a  metropolis. 

From  the  standpoint  of  the  defense  industries  located  along  the 
foothill  communities,  particulaly  the  aircraft  plants  in  Burbank  and 
Glendale,  it  is  the  opinion  and  the  belief  of  those  who  know  what 
results  a  severe  forest  fire  can  bring  about,  that  the  lack  of  that 
protection  can  be  just  as  serious  as  if  we  were  to  experience  a  severe 
bomb  raid.  In  other  words,  loss  of  communication,  water  pipe  lines, 
oil  pipe  lines,  wire  communications,  electrical  lines,  caused  by  floods 
resulting  from  forest  fire,  are  just  as  severe  and  just  as  much  of  a 
potential  enemy  as  any  bombing  raid  could  possibly  be. 

For  that  reason,  we  would  like  to  add  our  word  to  the  maintenance 
of  the  Angeles  Crest  Camp,  which  location  we  believe  is  the  most 
strategic.     True  it  is  not  close  to  Sierra  Madre-  but  is  10  or  12  miles 
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distant,  but,  from  the  standpoint  of  the  picture  as  a  whole,  it  seems 
to  be  the  most  stretegic  location. 

Senator  Mead.  I  don't  dispute  your  contention,  but  it  is  apparent 
that  the  protection  is  needed  now  during  this  emergency,  so  far  as 
the  aqueduct  and  the  power  lines  are  concerned. 

Mr.  Carter.  That  is  right. 

Senator  Mead.  If  that  added  argument  that  you  have  just  given 
us  is  also  considered,  it  seems  to  me  there  would  be  justification 
for  the  retention  of  the  C.  C.  C.  camp  in  the  aera. 

Mr.  Carter.  I  would  be  happy  to  supplement  these  remarks  with 
a  map. 

Senator  Mead.  We  appreciate  your  testimony,  and  every  bit  of 
it  will  be  brought  to  the  attention  of  the  C.  C.  C.  authorities  when 
we  get  back. 

Mr.  Kelley.  I  would  like  to  introduce  officer — Deputy  Pulfer, 
from  the  Montrose  station,  over  at  the  sheriff's  office.  It  will  only 
take  him  a  moment  but  I  think  it  is  important. 

Senator  Mead.  Do  you  solemnly  swear  to  tell  the  truth  and  nothing 
but  the  truth  ? 

Mr.  Pulfer.  I  do,  Senator. 

TESTIMONY  OF  HARRY  PULFER,  MONTROSE,  CALIF. 

Mr.  Pulfer.  The  other  folks  have  covered  this  pretty  well  in  its 
aspects.  The  thing  here  is  we  are  losing  manpower,  trained  man- 
power, that  cannot  be  replaced  even  from  the  State  employment 
service.  I  have  worked  shoulder  to  shoulder  with  the  United  States 
Forest  Service.  You  asked  if  they  are  undermanned.  They  are  not 
undermanned  but  they  depend  on  C.  C.  C.  camp  and  the  State  em- 
polyment  canips  to  fight  the  fires,  and  you  are  taking  the  trained 
C.  C.  C.  boy  out  of  our  district. 

You  have  just  come  from  a  survey  of  the  planes.  You  know 
the  oil  and  the  rubber  and  war  industries.  This  county  is  bisected 
by  the  San  Gabriel  Range,  by  the  Verdugo  Hills,  by  the  San  Rafaels 
and  by  the  Malibus. 

You  are  pulling  out  camps  when  you  should  be  putting  camps 
in,  because  you  have  trained  manpower.  I  have  been  told  by  rangers 
that  a  C.  C.  C.  boy  is  worth  five  of  the  men  you  can  pick  up.  They 
are  trained  and  equipped,  and  they  are  young. 

I  have  been  through  the  mountains;  those  are  young  mountains 
and  steep,  and  they  will  break  the  backs  of  an  old  man.  They  can't 
take  care  of  themselves. 

I  speak  from  law  enforcement,  and  I  represent  one  substation, 
and  if  the  others  knew  it,  I  would  represent  all  12.  From  the  stand- 
point of  the  boys  in  the  service,  they  have  helped  us  in  mountain 
rescues,  in  lost  persons,  in  fire  and  flood,  automobile  accidents  down 
in  the  canyon,  taking  them  out  14  miles  because  they  couldn't  take 
them  up  over  the  cliff.     We  need  manpower  for  protection. 

This  country  has  2y2  million  people.  They  have  no  Army  camp  to 
call  on  for  manpower  within  70  miles,  March  Field,  with  the  excep- 
tion of  a  few  soldiers  at  Fort  Mac  Arthur,  275  miles  to  San  Luis 
Obispo.  We  haven't  anything  to  replace  them.  That  is  the  thought. 
Instead  of  pulling  them  out,  they  should  put  them  in,  not  because 
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we  need  the  fire  protection — we  need  it  bitterly  here — but  the  fire  in 
that  country  back  there,  saboteur  or  something  of  that  kind.  I  could 
personally  set  this  country  on  fire  that  would  take  the  manpower  of 
this  county  to  put  it  out,  in  about  3  hours  with  a  motorcycle,  and  you 
are  taking  our  protection  away  from  us,  trained  protection. 

I  just  came  from  a  conference  with  the  forestry  man,  and  he  said 
it  isn't  five  to  one;  it  is  for  three  C.  C.  C.  boys,  five  untrained  men; 
but,  irregardless,  the  point  is,  instead  of  taking  out,  they  should  put 
in,  because  this  is  a  critical  spot  down  here. 

Senator  Mead.  I  suppose  that  is  the  opinion  of  the  sheriff,  also, 
isn't  it? 

Mr.  Pulfer.  I  can't  speak  for  the  sheriff.  I  can  only  speak  for 
myself  and  my  captain  and  the  captain  at  Altadena.  I  have  been 
stationed  in  that  district  10  years;  that  is,  our  mountain  area,  290 
square  miles  of  mountainous  district. 

I  tell  you,  Senator,  if  a  fire  starts  in  there,  with  the  right  condi- 
tions, with  high  wind,  they  will  fill  up  every  bit  of  flood  control.  The 
supervisor  talked  about  the  freeway.  That  freeway  and  flood-con- 
trol channel  down  through  Los  Angeles  will  be  running  banks  full 
and  road  full,  if  you  burn  the  mountains  over.  That  is  the  head 
waters  of  the  Los  Angeles  River.  The  disaster  will  spread  clear 
down  to  San  Diego  and  Long  Beach,  as  it  did  in  1938  and  1934. 

I  am  sorry  I  have  taken  so  much  of  your  time. 

Senator  Mead.  That  is  all  right.  You  have  presented  a  very  good 
case. 

Mr.  Kellet.  I  would  like  to  add  a  few  pertinent  points  that  we 
must  get  into  the  record.  Not  only  the  Angeles  Crest  Camp  but  the 
Tuna  Cam])  is  the  other  camp  that  go  together  there,  that  work 
together.  At  the  time  the  order  came  out  on  the  14th  from  Washing- 
ton to  disband  this  one  camp,  the  Angeles  Crest  Camp,  we  had  200 
enrollees  ready  to  go  in  with  the  Los  Angeles  selecting  agency.  So 
we  have  had  boys  here.  There  is  no  trouble  about  that.  We  have 
taken  care  of  that.  During  the  whole  July  enrollment,  a  lot  of  the 
boys  that  wanted  to  go  into  the  camps  were  sent  up  to  another  camp 
and  went  A.  W.  O.  L.     So  we  have  a  situation  of  that  kind. 

We  have  plenty  of  boys  here  if  they  are  given  the  proper  treatment. 

Senator  Mead.  We  appreciate  it,  Mr.  Kelley.  You  presented  a 
very  nice  case. 

Mr.  Clark.  Senator  Mead,  this  is  Mr.  Heap,  representing  the  Engi- 
neers and  Architects  Association  of  Southern  California. 

Senator  Mead.  Do  you  solemnly  swear  to  tell  the  truth,  the  whole 
truth,  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Heap.  I  do. 

TESTIMONY  OF  GEORGE  A.  HEAP,  ENGINEERS  AND  ARCHITECTS 
ASSOCIATION  OF  SOUTHERN  CALIFORNIA,  LOS  ANGELES, 
CALIF. 

HANDLING  OF  DEFENSE  CONTRACTS 

Senator  Mead.  Go  ahead,  Mr.  Heap. 

Mr.  Heap.  Our  position  is  this,  Mr.  Chairman 

Senator  Mead  (interposing).  Are  you  speaking  for  yourself  or  for 
the  organization? 
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Mr.  Heap.  I  am  speaking  for  myself  and  as  the  chairman  of  this 
special  committee  of  the  Engineers  and  Architects  Association  of 
Southern  California. 

Our  idea  is  that  we  engineers  and  technical  men  who  have  worked 
on  these  defense  contracts,  on  the  design  and  construction,  will  be 
able  to  furnish  this  committee  with  some  vital  facts  as  to  how  they 
have  been  carried  out.  And  we  also  want  to  make  some  suggestions 
which  we  feel  might  be  beneficial  and  bring  about  constructive  results 
for  the  national-defense  program,  and  which  we  feel  will  expedite 
matters  in  order  to  get  the  job  done.  That  is  our  sole  interest  in  the 
matter. 

In  the  first  place,  I  want  to  say  there  are  about  600  technical  men, 
engineers,  and  architects  in  our  association,  the  majority 

Senator  Mead  (interposing).  Engineers  and  architects? 

Mr.  Heap.  That  is  correct — the  majority  of  whom  have  been  em- 
ployed in  connection  with  either  the  design  or  construction  of  the 
defense  contracts,  and  the  purchasing  of  materials,  specifications,  and 
so  forth.  We  have  a  great  deal  of  information  in  our  files  as  to  facts, 
as  to  what  has  gone  on  on  these  defense  contracts,  which  we  will  be 
glad  to  furnish  your  committee. 

I  myself  have  worked  on  some  of  the  defense  contracts,  and  I  would 
like  to  use  that  as  an  illustration  because  it  is  what  I  know  of  my 
own  knowledge  and  what  I  have  seen. 

This  particular  project  was  for  the  design  and  construction  of  the 
power  plant  at  the  Anchorage  air  base,  to  be  constructed  at  Anchorage, 
Alaska.  This  was  a  contract  on  a  cost-plus  fixed-fee  basis,  as  far  as  my 
understanding  is  concerned.  It  was  a  contract  that  was  supposed  to 
be  rushed  through  and  gotten  out  as  soon  as  possible,  with  the  greatest 
f.  mount  of  haste. 

This  air  base  is  located,  from  what  I  have  been  told,  56  miles  across 
from  the  Bering  Sea,  from  one  of  the  largest  Russian  air  bases  in  that 
particular  territory. 

This  plant  was  to  be  a  turbogenerator  steam  plant,  fueled  with  coal, 
and  to  have  auxiliary  Diesal-oil  engine  units  to  furnish  the  power  and 
light  for  that  particular  air  base. 

In  this  connection,  the  original  borings  that  should  have  been  made 
before  the  foundation  for  the  buildings  were  designed  were  never 
furnished  us  by  the  War  Department  which  had  a  small  force  sta- 
tioned at  that  particular  point.  We  were  unable  to  ascertain  what  the 
conditions  were  as  to  ground  water,  the  character  of  the  soil,  or  any- 
thing of  that  sort.  We  were  never  furnished  with  the  B.  t.  u.  capacity 
of  coal  to  generate  heat.  This  condition  has  resulted — I  am  rambling 
along  here  but  I  am  trying  to  make  myself  as  clear  as  possible. 

The  fabrication  of  the  steel  was  awarded  to  contract  before  the 
specifications  were  written.  The  fabrication  of  the  reenforcing  steel 
was  also  awarded  on  a  somewhat  similar  basis. 

Subsequent  to  that  time,  we  were  instructed  to  write  specifications 
in  order  to  purchase  these  materials.  Just  what  happened  to  those 
specifications,  I  have  never  been  able  to  learn,  or  where  they  went. 

Equipment  was  sent  to  Seattle  and  was  supposed  to  have  been 
shipped  by  transport  to  this  particular  air  base.  From  information 
that  reached  me  from  men  who  were  in  Alaska  on  a  construction  job, 
they  arrived  there  and  found  there  was  no  lumber  available  in  order 
to  build  a  warehouse  to  warehouse  the  cement,  and  some  11,000  barrels 
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were  to  be  used  on  that  particular  job.  The  trucks  and  shovels  and 
other  equipment  had  gone  to  some  other  destination  and  hadn't  arrived. 
They  were  able  to  borrow  enough  lumber  to  build  a  construction  shanty 
to  operate  in,  and  there  were  barracks  in  which  to  live  there.  They 
were  very  much  disgusted  with  conditions  at  that  particular  point. 

They  found  that  the  British  thermal  unit  capacity  of  the  coal  in- 
stead of  being  from  12,000  to  14,000  B.  t.  u.  only  had  a  heating  value 
of  7,000.  This  plant  was  a  very  large  plant.  The  estimated  cost  of  it 
was  from  three  to  five  million  dollars.  They  found  that  they 
wouldn't  be  able  to  use  the  coal,  as  they  had  planned  to  furnish  the 
power  for  the  generation  of  electricity. 

Then  they  had  to  start  in  and  try  to  design  an  oil-fuel  plant,  after 
the  contracts  and  everything  had  been  awarded.  In  this  particular 
instance,  this  contractor  had  the  design,  the  purchasing  of  materials, 
and  the  construction  of  this  particular  defense  project  under  his  own 
control,  and  there  are  a  good  many  other  facts  pertaining  to  it,  but  I 
think  that  gives  you  a  general  picture  of  this  particular  contract. 

In  other  instances,  there  have  been  technical  men  employed  on  the 
different  projects,  who  have  been  paid  at  different  rates  of  pay,  on  an 
hourly  basis,  which  leads  to  a  great  deal  of  dissatisfaction  among  the 
technical  engineers  and  employees,  to  be  working  along  with  groups 
of  employees  that  are  working  for  one  contractor,  getting  a  higher 
rate.  It  tends  to  promote  shifting  around  and  doesn't  stabilize  and 
expedite  matters  in  getting  the  job  designed  and  constructed.  In  that 
connection,  the  employees  themselves  move  from  one  project  to  an- 
other, and  it  creates  a  big  turn-over  and  a  very  dissatisfied  state  of 
affairs,  as  far  as  the  technical  men  are  concerned. 

I  believe  you  appreciate  the  fact  that  nothing  can  be  constructed 
until  the  plant  and  all  these  things  are  designed  and  put  on  blue 
prints,  so  we  can  go  ahead. 

In  other  projects — I  am  going  to  give  you  the  card  of  Mr.  Paul 
Bateman  who  is  a  registered  engineer.  He  has  evidence,  so  stated  to 
me,  wherein  pay  rolls  have  been  sent  to  Washington  stating  that  engi- 
neers employed  on  this  particular  project,  at  Permanente,  have  been 
shown  receiving  $2.50  per  hour  plus  time  and  one-half  for  overtime, 
when  in  reality  they  only  received  $1.50  per  hour.  That  is  one  of 
the  tilings  that  our  association  doesn't  have  any  means  to  investigate 
or  go  into,  but  it  does  show,  at  least  indicate — it  is  hearsay  as  far  as 
I  am  concerned — if  you  did  want  to  contact  Mr.  Bateman,  there  is 
his  name  and  address.     I  don't  want  to  take  up  too  much  time. 

Senator  Mead.  He  has  the  information  that  you  explained,  with 
reference  to  the  upping  of  the  hourly  wage  rate? 

Mr.  Heap.  Yes ;  in  other  words,  the  way  he  explained  it  to  me  was 
this :  That  this  particular  contractor  has  two  pay  rolls,  one  he  sends 
to  Washington  and  one  that  he  has  for  his  own  files,  and  he  saw  the 
pay  roll  for  May  1941  in  which  the  pay  roll  going  to  Washington 
showed  the  hourly  rate  was  $2.50  an  hour  whereas,  in  reality,  the 
engineers  were  paid  from  a  pay  roll  at  a  rate  of  $1.50  per  hour,  or 
approximately  that  amount.  I  am  trying  to  repeat  his  story.  He 
has  the  information. 

Senator  Mead.  You  mentioned  that  project  up  in  Alaska  and  you 
explained  that  they  ordered  the  steel  and  reenforcing  bars  before 
the  specifications  were  drawn. 

Mr.  Heap.  That  is  correct ;  yes,  sir. 
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Senator  Mead.  How  could  they  do  that?  How  could  they  order 
the  fabiicated  steel  without  knowing  what  the  specifications  were? 

Mr.  Heap.  I  will  try  to  explain  that.  I  have  been  told  by  several 
engineers  who  worked  on  this  same  project  with  me  that  one  member 
of  the  firm  went  to  Seattle  and  bought  a  structural  steel  plant  and 
awarded  themselves  the  bid,  also  purchased  a  reenforcing  steel  plant 
and  awarded  themselves  the  bid  for  that.  I  have  heard,  from  other 
sources,  that  they  also  purchased  the  cement  and  lumber  on  a  similar 
basis.  Just  how  they  could  do  it,  I  don't  know.  I  have  never  been 
able  to  find  or  see  the  original  contract  under  which  that  company 
was  operating,  although  we  have  tried  to  find  it. 

Senator  Mead.  Who  had  that  contract  up  there  ? 

Mr.  Heap.  Bechtel-McCone-Parsons  Corporation.  They,  I  be- 
lieve, I  have  been  told,  are  a  subsidiary  of  the  Kaiser  interest,  Henry 
J.  Kaiser. 

Senator  Mead.  That  was  an  air  base  at  Anchorage  ? 

Mr.  Heap.  Anchorage,  Alaska. 

Senator  Mead.  It  is  completed  now,  is  it? 

Mr.  Heap.  No;  it  isn't.  They  are  having  a  terrible  time  up  there 
on  that  job. 

Senator  Mead.  What  seems  to  be  the  trouble  ? 

Mr.  Heap.  Well,  as  I  explained  to  you,  the  plant  was  originally 
designed  for  coal  which  would  produce  12,000  to  14,000  B.  t.  u., 
whereas,  in  reality,  all  the  coal  there  can  only  produce  7,000. 

In  trying  to  check  the  reenforcing  steel  bar  that  goes  into  con- 
crete, we  were  not  permitted  to  do  that.  In  other  words,  the  con- 
struction drawings  are  sent  to  us  and  then  we  are  supposed  to  check 
them  back  against  the  working  drawings  in  order  that  the  reen- 
forcing steel  bar  will  go  into  the  concrete  and  7  or  8  feet  won't  stick 
out  of  the  concrete.  The  only  thing  you  could  do  in  a  case  of 
that  kind  would  be  to  burn  it  off. 

In  trying  to  check  these,  we  found  the  reenforcing  steel  would 
not  check,  and  some  of  the  bars  did  stick  out  of  the  concrete  from 
seven  to  eight  feet.  We  were  told — I  was  told  that  the  steel  had 
already  been  bought,  in  fact  it  was  already  on  its  way  to  Anchorage, 
when  we  started  to  check  it. 

I  have  been  told  that  the  situation  at  Anchorage  is  in  a  very  bad 
state.  In  other  words,  they  have  ground  water  there  when  there 
wasn't  supposed  to  be  ground  water.  They  struck  a  spring  where 
they  were  supposed  to  have  a  drainage  sump.  The  steel  won't  fit. 
I  understand  the  steel  for  the  hangars  is  to  be  handled  by  another 
contract.  The  trusses  have  been  there  for  a  long  time  but  the  col- 
umns haven't  arrived  yet.  That  is  the  general  situation  there.  I 
understand  they  are  still  checking  the  plans  of  a  job  which  ordinarily 
could  be  completed  in  a  few  months,  and  almost  a  year  has  elapsed 
since  they  started  the  preparation  of  these  plans. 

Senator  Mead.  And  the  job  isn't  finished  as  yet? 

Mr.  Heap.  No,  sir;  it  isn't  finished.  They  are  having  a  terrible 
time  up  there,  I  heard  from  a  man.  Whether  he  would  jeopardize 
his  position  in  coming  before  the  committee,  I  don't  know. 

Senator  Mead.  I  suppose  you  would  agree  that  the  project  presents 
an  opportunity  for  the  committee  to  find  out  just  how  some  of  this 
work  is  being:  conducted. 
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Mr.  Heap.  I  would  consider  it  a  very  good  example  of  how  it 
has  been  going  on. 

Senator  Mead.  Probably  a  little  unusual  as  an  example,  wouldn't 
you  say? 

Mr.  Heap.  Well,  it  might  be  because  it  is  one  of  the  first  contracts 
that  was  awarded,  but  it  is  a  typical  example  of  how  these  defense 
contracts  have  been  handled. 

We  have  a  lot  of  other  information  in  our  files  and  among  our 
members  as  to  how  the  construction  of  ships  has  been  handled,  and 
how  other  things  have  been  handled,  but,  to  my  way  of  thinking, 
this  is  a  typical  example  of  what  can  happen,  in  other  words,  unless 
you  have  the  proper  administration. 

We  have  some  suggestions  to  make  after  giving  this  considerable 
thought  and  trying  to  help  out.  Our  suggestion  is  that,  if  the  tech- 
nical personnel  of  the  United  States  or  any  locality  thereof  is  to  be 
utilized  to  the  fullest  extent — and  we  have  all  read  that  there  was 
a  shortage  of  100,000  engineers  and  technical  men— this  work  could 
all  be  expedited  if  some  central  coordinating  engineering  board  was 
set  up  with  authority  to  coordinate  and  correlate  the  different  activi- 
ties that  go  on  in  connection  with  the  construction  of  these  projects. 
It  would  help  to  keep  the  different  contractors  from  getting  in  each 
other's  way.  It  would  see  to  it,  for  example,  that  the  concrete  and 
the  aggregate  and  all  the  cement  would  arrive  first  to  build  the  foun- 
dation, order  shovels  to  open  up  the  foundation,  and  that  the  struc- 
tural steel  that  was  to  be  erected  on  the  foundation  wouldn't  arrive 
first. 

Senator  Mead.  Everything  would  arrive  in  its  proper  sequence? 

Mr.  Heap.  That  is  right.  It  would  help  to  coordinate  and  get  it 
done. 

Senator  Mead.  Under  the  plan  of  operation  at  Anchorage  they  have 
the  wagon  before  the  horse. 

Mr.  Heap.  And  several  other  things,  lumber,  changes  in  design, 
and  so  forth. 

Senator  Mead.  I  think  the  committee  ought  to  go  up  there  and 
look  it  over. 

Mr.  Heap.  I  would  like  to  add  that  there  is  a  good  deal  of  engineer- 
ing personnel  that  isn't  being  utilized,  due  to  the  fact  that  a  good 
many  contractors  and  firms  who  have  never  been  in  the  engineering 
business  before  have  been  able,  in  some  manner,  to  secure  enormous 
contracts,  and  not  only  one  but  several,  which  has  acted  as  a  sort 
of  dam.  If  the  available  technical  personnel,  engineers  who  have 
offices,  were  subcontracted  a  part  of  that  work,  under  such  a  central 
coordinating  engineering  board,  as  we  suggest,  that  would  also 
help. 

Last  but  not  least,  we  would  like  to  see  the  wages  and  hours  and 
working  conditions  of  the  technical  personnel  on  these  various  jobs 
stabilized  so  that  the  men  will  stay  there,  help  get  the  work  done. 
That  would  do  a  wonderful  piece  of  work  to  expedite  the  entire 
design  and  construction  of  a  good  many  of  the  jobs,  and  they  wouldn't 
want  to  leave  one  job  and  go  to  another. 

Senator  Mead.  You  would  like  to  see  the  work  spread  so  this  great 
family  that  we  have,  of  expert  technical  men  would  all  be  kept  in 
employment  ? 
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Mr.  Heap.  That  is  correct. 

Senator  Mead.  And  the  local  technical  men  that  have  a  thorough 
knowledge  of  the  facilities  and  resources  and  the  personnel  in  that 
community  would  be  selected  over  the  importation  of  technical  men 
from  distant  parts  of  the  country? 

Mr.  Heap.  That  is  correct.  In  other  words,  a  condition  exists  to- 
day where  several  large  defense  projects  are  going  to  start  in  the 
Lbs  Angeles  area.  There  are  several  large  defense  projects  going  to 
start  in  Seattle,  Wash.  They  are  all  crying  for  technical  men.  If 
the  rate  of  pay,  for  example,  is  higher  in  Seattle  than  it  is  here, 
and  a  contractor  over  there  offers  double  the  rate  of  pay  to  what 
they  do  here,  or  one  and  one-half,  the  men  will  go  there  and  this 
contractor  is  left  high  and  dry. 

Senator  Mead.  It  wouldn't  be  stable  at  all,  would  it? 

Mr.  Heap.  No,  sir. 

Senator  Mead.  We  appreciate  your  coming. 

Mr.  Heap.  If  we  can  be  of  any  further  service,  we  will  be  glad 
to  do  so. 

Mr.  Clark.  Senator  Mead,  this  is  Mr.  Burke. 

Senator  Mead.  Do  you  solemnly  swear  to  tell  the  truth,  the  whole 
truth  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Burke.  I  do. 

TESTIMONY  OF  MILO  F.  BURKE,  COULTER,  SIBBETT  &  BURKE,  LOS 

ANGELES,  CALIF. 

PROBLEM    OF   OBTAINING   GOVERNMENT  FINANCING  FOR    NEW   DEFENSE 

INDUSTRIES 

Mr.  Burke.  I  am  interested  in  and  have  developed  a  high-fre- 
quency smelting  furnace  that  will  reduce  metal  directly  from  the 
ore.  In  other  words,  here  is  a  piece  of  ore  and  in  6  minutes  I  will 
produce  that  [indicating]. 

Senator  Mead.  Without  any  other  process? 

Mr.  Burke.  That  is  right,  with  electricity. 

Senator  Mead.  With  the  one  process? 

Mr.  Burke.  With  one  process.  It  doesn't  come  down  as  a  matte, 
It  comes  down,  as  you  see,  in  true  metal.  It  is  through  the  use  of 
high-frequency  current  and  fluxes  that  we  do  that.  Not  only  reduce 
copper  but  this  particular  ore  is  very  high  in  gold.  That  ore  will 
run  about  $328  a  ton,  gold  and  copper.  This  is  rather  complex,  but 
I  brought  it  along  just  to  show  you.  This  is  gold  on  top,  iron  here 
and  copper  here.  That  particular  ore  contains  those  three  elements. 
We  bring  them  all  down. 

Senator  Mead.  Can  you  do  that  in  one  process? 

Mr.  Burke.  Yes ;  that  is  all  in  one  process,  just  as  it  came  out  of 
the  furnace. 

Senator  Mead.  Then  you  have  to  go  through  another  process  to 
separate  the  metals  ?     Can  you  do  that  ? 

Mr.  Burke.  That  is  done  all  the  time. 

Senator  Mead.  Have  you  got  it? 

Mr.  Burke.  I  am  not  particularly  interested  in  doing  that.  That 
is  a  very  easy  process,  through  acids. 
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Senator  Mead.  This  is  gold  here? 

Mr.  Burke.  Yes. 

Senator  Mead.  Just  this  small  portion? 

Mr.  Burke.  That  was  a  very  small  portion ;  gold  plate. 

Senator  Mead.  This? 

Mr.  Burke.  That  is  a  high-grade  iron  that  has  a  lot  of  tungsten  in  it, 
and  it  is  pure  copper.  Taking  a  pure  copper  ore,  or  as  close  to  pure 
copper  as  possible,  we  will  get  pure  copper  out  of  it. 

Senator  Mead.  What  you  do  is  to  separate  the  metal  from  the  ore 
and  then  the  metal  finds  its  own  location? 

Mr.  Burke.  That  is  right.  It  doesn't  come  down  as  a  matte.  In 
the  ordinary  process  today  in  making  copper  it  comes  down  as  a  matte 
and  goes  into  a  reverberatory  furnace,  and  in  another  furnace  that 
blows  impurities  out  of  it,  and  it  goes  into  the  acids  plated,  and  is  rated 
as  pure  copper. 

Senator  Mead.  What  could  the  defense  program  do  in  your  case? 

Mr.  Burke.  We  can  fabricate  the  furnaces  and  produce  any  of  the 
metals  that  you  want.  In  other  words,  there  are  lots  of  metals  here 
in  the  West,  but  there  are  very  few  furnaces  to  reduce  them.  There  are 
no  furnaces  today  that  will  reduce  metal  directly  from  the  ore,  par- 
ticularly the  ferrous  metals  in  the  West. 

Senator  Mead.  What  is  your  problem  now  ? 

Mr.  Burke.  My  problem,  particularly,  is  just  to  put  this  develop- 
ment before  you,  to  let  you  know  that  there  is  a  process  that  has  been 
developed  to  an  extent  that  we  can  show  it  to  you,  and  if  the  Federal 
Government  so  sees  fit  to  advance  us  any  money  on  the  idea,  to  build  a 
furnace  or  build  a  series  of  furnaces  that  we  can  put  on  a  property,  and 
there  are  lots  available,  lots  of  fairly  good  nickel  and  chrome  proper- 
ties on  the  west  coast,  and  I  can  reduce  nickel  to  the  metallic  state  and 
have  the  furnace  ready  in  3  months  to  do  it. 

Senator  Mead.  Have  you  ever  taken  this  matter  up  with  the  Bureau 
of  Mines? 

Mr.  Burke.  No;  we  haven't.  This  is  comparatively  new.  It  has 
never  been  taken  up  with  the  Bureau. 

Mr.  Fulton.  That  is  the  agency  of  the  Department  of  the  Interior 
which  is  charged  with  scientific  research  in  these  particular  fields.  We 
have  asked  their  opinion  on  various  processes  which  have  been  recom- 
mended to  us.  I  think  you  probably  should  take  it  up  with  them  be- 
cause, if  they  approve  it,  you  have  gained  a  long  step  in  the  process 
of  trying  to  get  the  finances.  There  would  be  no  Federal  financing 
without  such  approval. 

Senator  Mead.  That  is  right ;  you  would  have  to  have  their  approval 
before  you  could  have  Federal  financing. 

Another  suggestion,  in  addition  to  Mr.  Fulton's,  which  I  trust  you 
will  follow,  by  bringing  it  to  the  attention  of  the  Secretary  of  the 
Interior  through  the  Director  of  the  Bureau  of  Mines — that  second 
medium  for  the  consideration  of  this  problem  of  yours  is  the  commit- 
tee of  which  Senator  O'Mahoney,  of  Wyoming,  is  the  head.  It  seems 
to  me  it  is  a  subcommittee  considering  the  problem  of  the  small  metal 
interests  of  the  West.  Their  idea — and  they  have  been  holding  hear- 
ings— is  to  secure  some  defense  contracts  for  interests  in  the  metal 
States  of  the  West,  that  can  add  to  our  strategic  material  supplies, 
where  it  is  not  now  being  done. 
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If  you  would  therefore  address  a  letter  to  Senator  Joseph  O'Ma- 
honey  at  the  Senate  Office  Building,  as  well  as  to  the  Director  of 
the  Bureau  of  Mines,  explaining  your  proposal,  I  am  sure  it  will 
receive  some  consideration. 

We  might  refer  the  record  that  we  have  made  of  his  case  to  both 
agencies,  send  them  copies. 

Mr.  Fulton.  Yes. 

Senator  Mead.  I  know  that  subcommittee  is  considering  the  de- 
velopment of  industries  in  the  West  in  order  to  add  to  our  strategic 
mineral  resources. 

Mr.  Burke.  This  is  absolutely  new,  and  no  one  else  has  ever  done  it. 

Senator  Mead.  I  have  never  seen  it  before.     It  looks  interesting. 

Mr.  Clark.  This  is  Mr.  O'Steen. 

Senator  Mead.  Do  you  solemnly  swear  to  tell  the  truth  and  noth- 
ing but  the  truth,  so  help  you  God? 

Mr.  O'Steen.  I  do. 

TESTIMONY  OF  CAEY  O'STEEN,  SECRETARY,  LOS  ANGELES  MINING 
EXCHANGE,  LOS  ANGELES,  CALIF. 

Senator  Mead.  Mr.  O'Steen,  you  may  proceed. 

Mr.  O'Steen.  Senator,  I  am  secretary  of  the  Los  Angeles  Mining 
Exchange.  It  is  a  new  organization,  relatively  new,  civic  purpose 
corporation  of  California,  a  nonprofit  corporation.  It  is  organized 
for  the  purpose  of  developing  mines;  for  increasing  the  number  of 
producing  mines  in  America. 

Senator  Mead.  All  kinds  of  mines? 

Mr.  O'Steen.  All  kinds  of  mines  but  particularly  mines  that  will 
produce  strategic  minerals.  We  have,  as  you  know,  of  course,  a 
strategic,  critical,  and  essential  minerals  list,  and,  at  the  same  time, 
Senator,  we  have  listed  right  here  in  the  Mines  Register  more  than 
20,000  deposits  of  those  minerals  and  others.  Among  these  20,000 
deposits  are  all  of  those  strategic  metals. 

Senator  Mead.  Many  of  them  are  not  produced  in  any  sizeable 
amounts  in  this  country? 

Mr.  O'Steen.  That  is  correct;  only  3,000  of  those  20,000  are  con- 
tributing to  the  metal  supply. 

Senator  Mead.  Other  metals  are  imported  into  this  country? 

Mr.  O'Steen.  Other  metals  ?  Well  yes.  The  strategic  minerals  are 
now  being  imported  into  this  country,  while  we  have  this  great  natural 
resource  here  undeveloped. 

Senator  Mead.  Is  it  because  they  are  imported  much  cheaper  than 
they  could  be  developed  and  processed  here  in  this  country? 

Mr.  O'Steen.  No;  it  isn't  on  account  of  that,  Senator.  It  is  be- 
cause there  has  not  been,  throughout  the  history  of  mining,  say,  the 
last  100  years  in  America,  a  clearing  house  or  market  place  for  the 
mining  industry.     There  has  never  been  a  place 

Senator  Mead   (interposing).  What  about  the  Bureau  of  Mines? 

Mr.  O'Steen.  They  are  not  organized  for  the  purpose  of  establish- 
ing contact  between  the  owner  or  the  prospector  and  capital  in  any 
way.     That  is  not  a  part  of  their  function. 

Now,  there  never  has  been  and  isn't  now,  until  this  corporation  was 
organized,  a  market  place  or  an  organization  destined  to  be  a  market 
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place  for  the  mining  industry.  I  mean  an  established  headquarters, 
where  mining  properties  can  be  listed  for  sale  or  lease;  where  pros- 
pectors can  report  their  strikes,  and  where  investors,  financiers,  and 
mine  operators  can  read  the  listings  and  have  access  to  egnineering 
reports  on  all  available  properties  and  mining  claims,  from  which  they 
can  select  properties  suitable  to  their  requirements. 

I  have  here  two  small  samples  of  manganese  ore  and  an  assay 
certificate  on  that.  This  is  just  an  illustration  of  the  work  that  we 
are  undertaking  to  do.  This  man  whose  name  is  on  the  assay  certif- 
icate is  a  prospector,  and  he  brought  in  this  ore  and  joined  the  ex- 
change last  Saturday.  I  have  here  in  the  file,  if  you  want  it, 
additional  illustrations  of  the  work.  I  have  here  other  cases  very 
similar.  For  instance,  here  is  a  report  from  Payson,  Ariz.,  dated 
June  6  wherein  this  man  opens  the  letter  with  these  words : 

Perhaps  the  most  sensational  discovery  of  tungsten  ore  in  the  State  has  recently 
been  made  by  myself  and  associates. 

Now,  this  is  a  new  discovery  and  originally  reported  to  us,  the  ex- 
change, and  he  asked  at  the  bottom  of  his  letter  if  we  can  put  him  in 
contact  with  someone  who  is  financially  able  to  put  the  property  on 
proper  production. 

Senator  Mead.  Has  his  statement  been  verified  by  your  association  ? 

Mr.  O'Steen.  No;  Senator. 

Senator  Mead.  Before  you  recommend  a  proposal  of  that  kind  I 
presume  you  would  investigate  it. 

Mr.  O'Steen.  We  have  a  mining  engineer  on  the  way  there  now 
from  the  largest  producer  in  America.     It  says  here : 

We  have  referred  this  matter  to  one  of  our  field  engineers,  Mr.  R.  A.  Rodriguez, 
who  is  in  New  Mexico  at  the  present  time,  and  we  have  asked  him  to  contact 
this  property. 

Senator  Mead.  That  is  all  right. 

Mr.  O'Steen.  That  is  just  an  illustration  of  the  work  the  exchange 
is  doing.  Here  is  a  letter  from  an  ex-Governor  of  the  State  of  New 
York  in  which  he  says : 

In  my  judgment,  you  are  on  the  right  track.  It  fills  an  essential  want,  im- 
portant to  all  the  people  of  the  country. 

Senator  Mead.  Is  that  a  recent  letter  ? 

Mr.  O'Steen.  Yes,  sir. 

Senator  Mead.  April  22? 

Mr.  O'Steen.  Yes,  sir.  We  have  a  great  many  other  letters  of  that 
character.  We  have  found,  Senator,  in  operating  experimentally  the 
past  year,  since  July  3,  1940,  the  date  of  incorporation,  that  there  is 
no  bar  or  hindrance  to  the  development  of  the  exchange  and  to  bring- 
ing the  exchange  into  the  full  accomplishment  of  its  objects  and  pur- 
poses of  producing  metal  from  these  dormant  mines  and  other  new 
deposits  that  are  being  discovered  constantly  and  reported  to  the 
exchange. 

Senator  Mead.  Is  that  the  list  of  mining  resources-  in  the  United 
States,  in  that  book? 

Mr.  O'Steen.  Yes ;  it  is  the  most  authentic  list  of  mining  resources. 

Senator  Mead.  What  publication  is  it  ? 

Mr.  O'Steen.  It  is  the  Mines  Kegister,  published  by  the  Atlas  Pub- 
lishing Co.,  New  York,  and  contains  more  than  20,000  mineral  deposits 


1804       INVESTIGATION  OF  THE  NATIONAL  DEFENSE   PROGRAM 

or  a  listing  of  those  deposits  which  have  reached  the  status  of  "mining 
companies."  Prospects  and  claims  filed  on  deposits  which  have  never 
been  financed  or  worked  to  any  considerable  extent  are  not  listed  in 
this  book.  The  number  of  deposits  in  this  category — unlisted — is  esti- 
mated at  35,000.  This  indicates  that  there  are  55,000  mineral  deposits 
located  in  America,  of  which  only  5,000  are  working  and  50,000  are 
dormant. 

Senator  Mead.  It  looks  to  me  like  the  opportune  time  for  the 
Government  to  go  into  this  matter,  for  the  reason  that  the  need 
is  acute,  and  it  may  become  chronic.  If  we  utilize  our  leadership 
and  our  intelligence,  we  might  add  to  our  military  preparedness 
strength  and  also  to  our  economic  self-containment.  We  would,  of 
course,  have  to  proceed  cautiously,  make  sure  that  the  proposals 
were  all  authentic  and  properly  verified,  and  that  we  could  produce 
the  minerals  economically.  We  certainly  wouldn't  want  to  force 
upon  the  people  of  the  country  the  added  financial  burden  of  buy- 
ing our  high-priced  materials,  if  they  could  be  purchased  at  a  much 
lower  price  some  place  else. 

Mr.  O'Steen.  I  agree  with  you,  Senator. 

Senator  Mead.  So  there  must  be  verification  and  support  for  it. 

Mr.  O'Steen.  Yes.  We  do  not  propose,  as  a  mining  exchange,  to 
make  an  appeal  to  the  Government  for  funds  for  the  development 
of  mineral  resources  direct,  but  engineers  today  tell  us  that  almost 
any  mineral  deposit  can  be  put  on  production  on  an  economic  basis 
due  to  modern  development  in  mining  and  metallurgy,  new  scientific 
development.  So  the  exchange  is  organized  for  the  purpose  of  es- 
tablishing contact  between  the  owners  and  prospectors  and  capital 
and  operators,  like,  for  instance,  in  this  case  where  this  largest 
producing  tungsten  company  in  America  is  now  negotiating  for 
the  new  discovery  of  tungsten  in  Arizona  that  I  have  just  shown 
you.  This  is  just  a  clipping  from  a  local  paper  showing  the  com- 
pany that  this  letter  is  from,  developing  the  world's  largest  tungsten 
mine  now.     So  that  you  can  see  the  laroe  operators  are  interested. 

Senator  Mead.  Bishop?     That  is  Bishop,  Ariz.? 

Mr.  O'Steen.  That  is  in  California.  It  is  about  300  miles  from 
here. 

Senator  Mead.  South,  is  it? 

Mr.  O'Steen.  It  is  north,  or  northerly. 

Senator  Mead.  It  wouldn't  be  300  miles  south,  would  it? 

Mr.  O'Steen.  No.  I  just  brought  that  to  show  it  is  important, 
and  that  important  people  are  interested  in  the  project. 

What  we  found  is  this,  that  it  requires  considerable  money  to 
develop  the  organization  which  we  have  started,  and  the  board  of 
directors  have  spent  some  money  in  the  organization  so  far.  This 
is  the  cash  account.     That  is  just  the  books. 

Senator  Mead.  And  a  very  young  organization? 

Mr.  O'Steen.  Very  young,  yes;  but  we  have  advanced  this  experi- 
mentally, you  see,  to  see  if  there  was  a  need  for  the  organization 
and  what  its  chances  are  for  success.  I  haven't  found  any  man, 
mining  man,  who  doesn't  in  principle  agree  with  this  ex-Governor 
Sulzer,  of  New  York,  when  he  says: 

It  fills  an  essential  want,  important  to  all  the  people  of  the  country. 
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Now,  I  am  appearing  before  you  to  ask  if  you  see  a  way  in  which 
we  can  get  Federal  support,  money  of  a  small  amount.  I  estimate 
that  the  organization  will  be  self-supporting  within  12  months 
through  membership  fees  and  dues.  This  little  cash  account  showed 
very  small  receipts  there,  but  it  would  be  self-supporting  as  soon  as 
fully  developed. 

Senator  Mead.  I  don't  know  of  any  opportunity  at  present  for  an 
organization  such  as  yours  to  apply  for  financial  assistance  from  the 
Government. 

Mr.  O'Steen.  I  don't  either. 

Senator  Mead.  We  have  in  the  R.  F.  C.  a  regular  loaning  agency 
but,  under  the  law  and  the  regulations,  you  wouldn't  be  able  to  qualify. 

Mr.  O'Steen.  I  realize  that,  Senator. 

Senator  Mead.  We  have  a  strategic  materials  agency  that  is  ac- 
cumulating a  reservoir  of  materials  for  military  defense,  for  our  mili- 
tary defense  program,  but  they  wouldn't  be  interested  unless  you  could 
deliver  strategic  material.  So  that  there  is  no  present  method  of 
financing  an  organization  established  for  the  purpose  of  promoting  the 
well-being  of  the  prospector,  the  owner,  and  the  consumer,  the  people. 

The  only  financing  available  now  is  the  financing  for  the  producer 
who  has  something  to  sell  or  transfer  to  the  Government,  or  to  pro- 
duce for  the  people,  that  will  make  his  proposition  self -liquidating. 
So  that  I  couldn't  offer  you  any  assistance  except  to  tell  you,  as  we 
told  the  gentleman  that  preceded  you,  there  is  a  special  committee 
investigating  the  strategic  materials  and  the  mineral  resources  of  the 
West.  They  are  meeting  in  the  Senate.  It  might  be  very  helpful  for 
your  association  to  appear  before  them.  I  understand  that  committee 
was  meeting  when  we  left  and  is  headed  by  Senator  O'Mahoney,  of 
Wyoming.  I  would  suggest  that  you  correspond  with  him  and  ask 
him  for  the  scope  and  the  duration  of  the  hearings.  There  may  be 
some  way  in  which  your  organization  can  make  a  contribution  to  the 
progress  of  that  committee,  but  there  is  no  agency  that  I  know  of  that 
could  finance  your  organization. 

At  any  rate,  I  think  that  the  organization  will  do  a  great  deal  of 
good,  providing  it  not  only  promotes  the  production  of  these  metals 
but  the  investigation  of  the  substantial  value  of  each  individual  ap- 
plication. 

Mr.  O'Steen.  That  is  a  part  of  the  objects  of  the  exchange,  to  form 
a  clearing  house  and  service  organization. 

Senator  Mead.  That  will  be  a  very  good  one,  and  I  think  it  will  do 
some  good. 

Mr.  O'Steen.  You  see  this  case,  for  instance,  could  be  put  on  pro- 
duction very  quickly  if  funds  were  available,  but  he  can't  qualify  for  a 
loan  quickly. 

Senator  Mead.  I  appreciate  your  being  with  us.  We  want  to  give 
the  other  men  a  chance. 

Mr.  Clark.  This  is  Mr.  Teter. 

Senator  Mead.  Do  you  solemnly  swear  to  tell  the  truth,  the  whole 
truth,  and  nothing  but  the  truth,  so  help  you  God? 

Mr.  Teter.  I  do. 
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TESTIMONY  OF  MR.  TETER,  LOS  ANGELES,  CALIF. 

Mr.  Teter.  I  want  to  know  how  much  development  work  I  could  do 
to  build  a  mill  and  whom  I  could  go  to  see.  All  I  wanted  was  in- 
formation. 

Senator  Mead.  Well,  I  don't  know  exactly,  except  that  if  you  owned 
the  property 

Mr.  Teter  (interposing).  It  is  Government  property,  Govern- 
ment claims.    I  have  a  bond  lease  on  it. 

Senator  Mead.  If  you  control  the  property  and  you  had  any  sort  of  a 
set-up  there  now 

Mr.  Teter  (interposing) .  I  have  money  enough  to  do  some  develop- 
ment work,  but  I  don't  know  how  much  I  would  have  to  do  before  I 
could  ask  for  money  to  build  a  mill.  It  would  have  to  pass  engineers. 
I  wondered  how  much  encouragement  you  would  have  to  offer. 

Mr.  Fulton.  The  Federal  Government  is  not  ordinarily  loaning 
money  on  such  a  project.  The  local  bankers  would  be  the  ones  whom 
you  would  apply  to  for  a  loan. 

Mr.  Teter.  Through  the  R.  F.  C.  ? 

Mr.  Fulton.  The  loan  would  be  by  the  local  bankers.  The  R.  F.  C. 
would  probably  make  a  loan  only  to  a  company  engaged  in  actual 
operations. 

Mr.  Teter.  That  is  what  I  will  be. 

Mr.  Fulton.  Where  it  would  be  a  commercial  venture  that  would 
justify  loans,  I  think  your  local  bankers  would  make  them.  So  I  don't 
think  you  ought  to  count  very  heavily  on  an  R.  F.  C.  loan,  but  at  least 
you  could  contact  the  R.  F.  C.  on  that  kind  of  matter.  They  have 
offices  here  in  the  city. 

Senator  Mead.  The  R.  F.  C.  is  in  a  position  to  make  three  types  of 
loans;  one,  the  regular  commercial  banking  method  of  loan;  two,  a 
loan  where  a  going  concern  has  a  defense  contract  and  they  can  make 
him  a  loan  on  that  defense  contract;  and  the  third,  where  a  going 
concern  desires  to  expand  and  go  into  another  business  in  addition  to 
the  one  they  are  operating,  and,  in  doing  so,  they  would  find  the  need 
for  machinery,  having  in  mind  they  are  going  to  go  into  this  business 
to  participate  in  the  defense  program,  and  they  are  not  in  it  now  but 
they  are  an  established  business.  They  have  an  equity;  they  have 
collateral.  The  R.  F.  C.  could  make  them  a  loan.  But  what  they  would 
do  would  be  to  buy  the  machinery  and  put  it  in  this  factory  and  lease 
it,  rather  than  negotiate  a  straight  out-and-out  loan.  The  factory,  of 
course,  would  have  the  right  to  buy  that  machinery,  or  it  wTould  revert 
to  the  R.  F.  C.  after  the  defense  program  was  over.  So  that  they  make 
a  normal  business  loan,  as  was  their  original  function,  and,  if  you  have 
a  defense  contract,  they  can  make  a  loan  against  that,  and,  if  you  are 
going  into  defense  work,  they  can  buy  the  machinery  and  lease  it  to  you, 
it  being  in  their  name  until  such  time  as  you  pay  for  it.  That  is  the 
scope  of  the  R.  F.  C.  Whether  or  not  they  could  take  care  of  your  case, 
I  don't  know,  and  I  doubt  if. 

If  you  had  a  going  concern  there  and  you  wanted  to  expand,  and 
you  had  an  equity  sufficient  to  insure  the  loan,  then  probably  they 
would  consider  participating  in  that  loan  with  some  bank. 

Mr.  Teter.  I  didn't  know  how  to  go  about  it.  I  just  read  in  the 
paper  that  this  committee  was  to  encourage  the  mining  of  strategic 
metals. 
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Mr.  Fulton.  That  was  the  other  committee.  We  are  just  interested 
in  falsification. 

Senator  Mead.  That  was  the  other  committee.  Senator  Murray,  who 
is  on  that  committee,  was  here  for  a  few  days  and  left  the  day  before 
yesterday.  He  is  experienced  in  mining  and  comes  from  Montana,  and 
he  is  making  sort  of  a  study  of  it  under  and  in  cooperation  with  the 
O'Mahoney  committee. 

Mr.  Teter.  I  see. 

Senator  Mead.  I  think  you  would  do  much  better  by  communicating 
directly  with  them  because,  as  our  counsel  says,  we  are  more  or  less 
interested  in  the  finished  article,  in  the  fabrication. 

Mr.  Teter.  Could  I  contact  this  Senator  Murray  when  he  comes 
back,  or  would  that  be  advisable  ? 

Mr.  Fulton.  He  will  be  in  Washington.  I  believe  you  could  go  to 
the  E.  F.  C.  offices  here  in  Los  Angeles  and  get  information  from  them 
as  to  the  type  of  loan  they  could  make. 

Senator  Mead.  Have  you  contacted  the  R.  F.  C.  ? 

Mr.  Teter.  No. 

Senator  Mead.  I  would  suggest  you  go  to  them  and  ask  them,  as  the 
counsel  explained,  for  the  various  types  of  loans  they  are  willing  to 
consider.    Your  project  is  in  Wyoming ;  is  it  ? 

Mr.  Teter.  No  ;  just  over  the  line,  in  Nevada.  It  is  only  100  miles 
from  this  town  of  Bishop  where  this  man  showed,  where  the  big 
Vanadium  Corporation  is. 

Senator  Mead.  It  is  in  the  area  where  there  may  be  considerable  of 
this  material  ? 

Mr.  Teter.  Yes;  I  know  there  is.  I  adjoin  a  mine  that  did  produce 
$20  000,000  worth  of  tungsten. 

Senator  Mead.  You  might  write  Senator  James  Murray  explaining 
you  appeared  before  the  committee,  and  I  suggested  you  write  him 
for  further  information. 

Mr.  Teter.  All  right,  I  will  do  that. 

Senator  Mead.  Do  you  solemnly  swear  to  tell  the  truth  and  noth- 
ing but  the  truth,  so  help  you  God  ? 

Mr.  Edwards.  I  do. 

TESTIMONY  OF  MR.  EDWARDS,  LOS  ANGELES,  CALIF. 

Mr.  Edwards.  I  presume  I  should  have  seen  Mr.  Murray,  but  I 
thought  this  was  the  committee  that  was  working  on  the  study  of  the 
natural  resources  in  the  Southwest. 

Senator  Mead.  No  ;  that  is  the  Murray  committee. 

Mr.  Edwards.  I  didn't  know.  I  saw  by  the  Sunday  paper  they 
were  holding  meetings  here,  and  I  thought  this  was  the  committee. 

Senator  Mead.  Mr.  Murray  was  here  for  a  number  of  days. 

Mr.  Edwards.  I  have  had  considerable  correspondence  with  Mr. 
Stettinius  in  regard  to  an  aluminum  and  magnesium  deposit  con- 
trolled by  our  company,  and  I  brought  down  my  carbon  copies  of 
letters  in  case  this  committee  would  want  to  look  them  over.  Just 
as  a  matter  of  record,  to  know  where  the  originals  are,  they  are  in 
Mr.  Stettinius'  office  in  Washington,  D.  C.  But,  apparently  your 
committee  is  not  the  one  I  wanted  to  see. 
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Senator  Mead.  No  ;  it  occurs  to  me  that  you  would  be  expediting 
your  own  case  by  taking  it  up  with  this  committee  that  you  men- 
tioned. 

Mr.  Edwards.  Mr.  Stettinius? 

Senator  Mead.  No. 

Mr.  Edwards.  Mr.  Murray  ? 

Mr.  Murray  and  Mr.  O'Mahoney.  I  thought  as  long  as  the  com- 
mittee was  in  Los  Angeles  I  Avould  get  in  personal  touch  with  them 
so  as  to  make  personal  contact  with  the  matter  they  were  taking  up 
with  another  department  in  Washington,  you  see. 

Senator  Mead.  The  publicity  he  received  ran  into  the  publicity  we 
received,  and  that  confused  you. 

Mr.  Edwards.  Yes ;  it  would  all  be  in  Government  work,  one  of  the 
branches  working  with  the  other  branches. 

Senator  Mead.  Such  testimony  as  was  left  here  by  the  witnesses  this 
afternoon  will  be  referred  by  our  committee  to  their  committee,  but  it 
wTould  be  much  better  and  much  more  effective  if  you  would  confer  di- 
rectly with  that  committee. 

Mr.  Edwards.  That  is  what  I  will  do.  I  thought  this  was  the  com- 
mittee until  I  heard  you  make  the  reference  that  Mr.  Murray  had 
already  left  town. 

Senator  Mead.  Mr.  Murray  was  sent  out  by  the  committee  while  Mr. 
O'Mahoney  was  holding  hearings. 

Mr.  Edwards.  It  is  too  bad  his  presence  here  wasn't  more  generally 
known.  I  didn't  know  about  it  until  Sunday,  and  yesterday  I  spent 
gathering  data  and  writing  a  letter  to  Mr.  Stettinius,  and  this  morning 
I  came  down  with  the  carbon  copies  to  show. 

Senator  Mead.  I  would  send  a  carbon  copy  to  Mr.  O'Mahoney  or 
Murray. 

Mr.  Edwards.  They  are  already  in  Washington,  and  Mr.  Stettinius 
has  had  copies  made  for  the  different  people  to  whom  he  in  turn  refers 
the  matter. 

Senator  Mead.  That  wouldn't  bring  it  to  the  attention  of  the  Senate 
anyway.  It  would  be  better  for  you  to  correspond  with  the  Senate 
Committee  on  Mineral  Resources. 

Mr.  Edwards.  Senate  Committee  on  Mineral  Resources? 

Senator  Mead.  I  would  just  address  a  letter  to  Senator  James  Mur- 
ray or  Senator  Joseph  O'Mahoney  and  tell  him  you  appeared  before 
our  committee  and  we  referred  you  to  them. 

Mr.  McDonald,  do  you  solemnly  swear  to  tell  the  truth  and  nothing 
but  the  truth,  so  help  you  God  ? 

Mr.  McDonald.  I  do. 

TESTIMONY  OF  W.  J.  McDONALD,  LOS  ANGELES,  CALIF. 

Mr.  McDonald.  I  represent  a  mining  corporation,  Arizona  corpora- 
tion, although  our  headquarters  are  here  in  Los  Angeles.  We  have  a 
new  discovery  for  the  treatment  of  steel.  We  have  been  carrying  this 
on  since  1928,  and  we  received  marvelous  results  just  from  external 
treatment.  We  believe  it  would  be  one  of  the  best  things  they  have 
gotten  hold  of,  especially  under  the  present  national-defense  propo- 
sition, because  it  increases  the  toughness  of  the  steel  and  the  tensile 
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strength  of  the  steel.  It  is  made  from  a  compound  at  this  mill  in 
Arizona.  I  met  a  German  chemical  engineer  about  2  weeks  ago  who 
was  formerly  a  scout  for  Krupps  of  Germany,  and  I  showed  him  the 
spectroscopic  analysis  of  this  material.  He  told  me  there  were  only 
two  other  deposits,  known  deposits  in  the  world,  outside  of  this ;  one 
was  in  Sweden,  the  other  is  in  the  Philippine  Islands. 

I  recently  treated  some  steel  plates  and  took  them  down  to  the  Naval 
Reserve,  and  we  used  rifle  fire  on  them,  and  there  we  got  14  percent 
increase  over  the  untreated  plates.  There  is  no  question  in  my  mind 
but  what  this  would  be  a  wonderful  thing  for  the  steel  companies  and 
for  armor  plate. 

Senator  Mead.  What  is  the  process  you  use  ? 

Mr.  McDonald.  That  is  the  test  [exhibiting  letter]. 

Senator  Mead.  Is  this  compound  you  refer  to  the  material  that 
you  get  over  here  in  the  mountains  ? 

Mr.  McDonald.  Yes ;  that  is  true. 

Senator  Mead.  And  it  is  used  in  connection  with  the  manufacture 
of  steel,  or  after  the  steel  is  manufactured,  to  toughen  it  up? 

Mr.  McDonald.  It  can  be  made  either  way. 

Senator  Mead.  In  other  words,  you  can  take  steel  already  made— : — 

Mr.  McDonald  (interposing).  And  treat  it  with  this  material. 

Senator  Mead.  And  treat  it  with  this  material. 

Mr.  McDonald.  That  is  how  these  tests  were  made.  One  of  them 
was  treated  and  the  other  was  untreated. 

Senator  Mead.  Who  is  this  authority  here? 

Mr.  McDonald.  That  is  a  testing  laboratory  here  in  Los  Angeles. 

Senator  Mead.  Then  the  whole  purpose  of  this  process  is  to  toughen 
the  steel? 

Mr.  McDonald.  That  is  true. 

Senator  Mead.  Haven't  we  a  number  of  processes  now  to  toughen 
the  steel  to  meet 

Mr.  McDonald  (interposing).  I  can  take  any  steel  they  have  at  the 
present  time  and  increase  it  with  this  process. 

Senator  Mead.  Increase  the  degree  of  toughness  ? 

Mr.  McDonald.  That  is  true;  yes. 

Senator  Mead.  Have  you  tried  it  on  the  toughest  steel  that  we 
have? 

Mr.  McDonald.  We  spent,  I  guess,  about  10  years  of  research  work, 
testing  every  type  of  steel  that  we  could  get  hold  of,  and  in  all  cases 
we  have  always  been  able  to  get  an  increase  over  the  other. 

Senator  Mead.  Have  you  taken  this  process  up  with  any  of  the 
steel  companies  to  see  if  they  would  be  interested  in  it? 

Mr.  McDonald.  We  took  it  up  one  time,  that  is  when  we  were 
carrying  on  our  research  work — we  didn't  take  it  up.  One  of  the 
representatives  of  a  steel  mill  in  Pittsburgh  asked  for  a  piece  of 
steel  that  had  been  treated  with  this  process,  and  about  3  months 
later  he  came  through  and  said  he  lost  that  piece  of  steel,  and  he 
would  like  to  have  another  one.  So  we  gave  him  another  one  and 
about  3  months  later  we  received  a  letter  from  the  mill  in  Pittsburgh, 
"We  don't  see  how  you  can  increase  the  quality  of  steel  by  throwing 
a  little  dirt  in  it."     But,  regardless  of  that 

Senator  Mead  (interposing).  Did  they  admit  it  was  toughened? 
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Mr.  McDonald.  No;  they  didn't  say  one  way  or  the  other,  but  I 
have  a  letter  from  the  Southern  California  Edison  Co.  who  ran  a 
test  of  nearly  5  years,  in  one  of  the  power  lines  on  a  needle  in  the 
hydroelectric,  and  it  outwore  everything  they  had,  stellite  and  all 
those  things. 

Senator  Mead.  The  Navy  Department  has  a  bureau  for  the  investi- 
gation of  improved  armor  and  machinery  and  ordnance,  and  it  seems 
to  me  that  you  ought  to  bring  this  matter  to  their  attention,  or  fur- 
nish them  with  a  sample  of  the  toughened  steel  in  case  they  would 
be  interested. 

Mr.  McDonald.  I  have  a  piece  that  will  give  you  some  idea  as  to 
that.  There  is  just  a  common,  old  bolt.  I  could  take  that  and  make 
chipped  steel. 

Senator  Mead.  It  is  a  common  bolt  hammered  into  a  cold  chisel. 

Mr.  McDonald.  Yes ;  treated  with  this  material. 

Senator  Mead.  It  was  heated  and  treated  with  this  material  ? 

Mr.  McDonald.  Yes ;  heated  and  drawn  out.  There  is  just  a  piece 
of 

Senator  Mead  (interposing).  Steel  wire? 

Mr.  McDonald.  It  is  just  common,  old  baling  wire  treated  with 
this.  Of  course,  I  don't  advocate  making  springs  or  tool  steels  out 
of  ordinary  steel,  but  that  is  merely  to  show  what  this  material  will 
do.  Here  is  a  bit  of  it.  It  does  it  almost  instantly,  and  the  penetra- 
tion is  all  the  way  through  the  steel.     It  is  not  a  surface  proposition. 

Senator  Mead.  This  is  sort  of  a  mineral  that  you  use? 

Mr.  McDonald.  It  is  a  mineral.  We  just  grind  it,  pulverize  it  in 
about  100-mesh,  about  like  flour,  blend  some  other  metals  with  it, 
into  a  compound,  and  that  is  what  the  material  is. 

Senator  Mead.  Why  don't  you  interest  some  of  your  friends  in  the 
small  tool  business?  It  seems  to  me  that  a  toughened  steel  tool  would 
be  very  useful  in  any  of  the  big  or  little  manufacturing  enterprises. 

Mr.  McDonald.  The  county  road  department  have  used  it,  too,  and 
they  say  it  is  the  most  wonderful  thing  they  have  been  able  to  get 
hold  of. 

Senator  Mead.  But  you  have  never  gotten  it  under  production  ? 

Mr.  McDonald.  We  haven't,  for  lack  of  capital.  I  have  written, 
in  fact  sent  a  letter  directly  to  the  President,  and  he  referred  it  to 
the  WTar  Department,  and  thev  sav : 

I  am  directed  by  the  Secretary  of  War  to  acknowledge  receipt  of  your  letter 
of  recent  date  addressed  to  the  President,  which  has  been  referred  to  the  War 
Department  for  reply. 

Your  suggestions  have  been  noted  in  the  Department,  and  the  corespondence 
has  been  transmitted  to  the  agencies  concerned  for  consideration. 

That  is  the  last  I  have  ever  heard. 

Senator  Mead.  Well,  both  the  War  Department  and  the  Navy 
Department  have  an  agency  to  prove  up  all  these  contentions.  If 
you  could  make  the  armor  now  used  on  the  Navy  ships  or  the  steel 
used  in  the  Army's  ordnance  tougher  than  it  is 

Mr.  McDonald.  Airplane  and  all  that. 

Senator  Mead.  You  would  have  to  send  them  a  sample.  If  you 
could  do  it,  then  they  would  be  interested  in  your  project. 

Mr.  McDonald.  I  see. 

Senator  Mead.  It  occurs  to  me,  though,  you  ought  to  either  interest 
some  of  the  private  steel  companies,  in  view  of  the  fact  you  haven't 
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got  the  capital,  or  tool  manufacturing  companies  in  your  process, 
or,  if  that  isn't  satisfactory,  you  ought  at  least  to  develop  a  small 
tool  producing  company.  Providing  you  have  a  company  and  a 
going  concern,  you  would  probably  be  eligible  for  an  R.  F.  C.  loan, 
but  you  haven't  a  company  and  you  haven't  a  concern. 

Mr.  McDonald.  Yes;  we  have.     We  are  incorporated. 

Senator  Mead.  Oh,  are  you?     I  didn't  know  that. 

Mr.  McDonald.  We  spent  about  $70,000  in  this  property.  We 
have  all  the  machinery  for  mining.  We  have  a  shaft  down  to  315 
feet  and  a  drift  there  of  about  165  feet. 

Senator  Mead.  But  do  you  sell  the  hardened,  toughened  steel  ? 
Do  you  sell  it  on  the  market  ? 

Mr.  McDonald.  It  is  all  ready  to  go  on  the  market  as  soon  as  we 
can  get  the  material  out,  but  we  need  money  for  boring  it  and  get- 
ting the  material  out. 

Senator  Mead.  What  I  am  trying  to  explain  is  this :  You  haven't 
got  a  firm  or  a  company  that  could  really  comply  with  the  R.  F.  C. 
regulations,  as  I  understand  them.  You  are  in  the  prospective 
period.  You  ought  to  go  to  the  R.  F.  C.  in  this  building  and  ex- 
plain your  lay-out  and  ask  them  if,  under  the  defense  program,  you 
are  entitled  to  a  loan. 

Mr.  McDonald.  About  a  week  ago  I  had  an  audience  with  them 
here,  and  they  told  me  he  thought — he  was  under  the  impression — 
we  were  eligible  for  a  loan. 

Senator  Mead.  You  talked  with  them  in  this  building? 

Mr.  McDonald.  Yes;  I  did.  In  fact,  they  are  very  familiar  with 
this  whole  set-up  here. 

Senator  Mead.  Did  you  make  application  then? 

Mr.  McDonald.  No;  I  haven't. 

Senator  Mead.  It  seeais  to  me  that  either  you  or  your  firm,  through 
your  attorneys,  ought  to  do  that. 

Mr.  McDonald.  I  am  the  president  of  the  company. 

Senator  Mead.  I  would  suggest  that  you  follow  the  advice  of  the 
representative  of  the  R.  F.  C.  here.  There  isn't  anything  I  know 
of  that  this  committee  could  do  except  to  refer  your  record  to  the 
proper  or  interested  people  in  'Washington. 

Mr.  McDonald.  I  see. 

Senator  Mead.  But  if  you  were  manufacturing  case-hardened  tools 
by  this  new  process,  and  if  you  had  a  contract  with  the  industries 
that  are  doing  a  defense  job,  I  could  tell  you  that  you  would  be 
eligible  for  a  loan. 

Mr.  McDonald.  I  could  go  right  to  the  bank  and  get  it  then. 

Senator  Mead.  But  that  isn't  always  true.  A  great  many  of  them 
come  to  Washington  for  loans  that  are  turned  down  by  the  banks, 
particularly  independent  and  little  businessmen.  But,  under  the  cir- 
cumstances, I  don't  know  of  anything  that  I  could  advise  you  to 
do  except  make  application  to  the  R.  F.  C,  or  to  bring  it  to  the  atten- 
tion of  this  committee  that  the  other  boys  were  told  to  refer  their 
problem  to. 

Mr.  McDonald.  Here  is  what  I  had  in  mind  in  coming  up  here : 
Surely,  if  the  Government  is  interested  in  increasing  the  quality — 
for  instance,  you  take  the  steel  helmet.  Under  this  test  which  was 
here,  we  can  reduce  the  weight  of  those  almost  half  a  pound,  and  I 
am  sure  I  can  increase  this,  that  is  over  the  untreated  steel,  at 
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least  up  to  20  percent  anyway.  If  steel  is  treated  with  this  material, 
it  would  go  into  the  steel  helmets,  and  we  can  cut  the  weight  down 
at  least  half  a  pound,  possibly  more. 

Senator  Mead.  And  improve  the  safety  factor. 

Mr.  McDonald.  That  is  it,  exactly. 

Senator  Mead.  You  see,  if  you  were  in  some  business,  the  business 
of  manufacturing  the  helmet,  then  you  could  get  a  defense  contract 
and,  with  it,  a  defense  loan. 

If  you  were  in  the  business  of  making  small  tools,  like  the  chisel 
you  just  showed  me,  and  had  a  contract  with  a  private  industry 
that  had  a  defense  contract,  you  would  be  eligible  for  a  loan.  But 
for  a  loan  to  develop  a  business,  it  is  sort  of  border-line  case  that 
you  would  have  to  take  up  with  the  R.  F.  C.  here. 

Mr.  McDonald.  I  see.  Wouldn't  the  Government  be  interested 
in  this  product? 

Senator  Mead.  As  I  explained  before,  if  you  could  send  the  proper 
authority  in  the  Army  or  the  Navy,  a  sample  of  your  case-hardened,, 
toughened  steel,  explaining  to  them  that  you  would  like  to  have  them 
investigate  it,  contending  that  it  would  strengthen  the  armor  of  ships 
or  the  safety  factor  of  helmets,  or  anything  that  would  be  of  material 
value  to  them,  they  will  put  it  through  the  processes  and  send  you  a 
report  on  it. 

Mr.  McDonald.  Can  you  give  me  the  names  of  the  proper  parties 
that  I  can  send  that  to? 

Senator  Mead.  It  would  be  referred  to  the  proper  parties  if  you 
send  it  to  the  Secretary  of  War  and  the  Secretary  of  the  Navy,  with 
an  explanatory  letter  and  a  sample.  If  you  wanted  to,  you  could 
send  the  letter  to  the  Secretary  of  the  Navy  or  the  Secretary  of 
War,  explaining  that  you  have  this  process  and  that  you  have  a  sam- 
ple, and  that  it  will  be  sent  to  the  proper  authority  upon  receipt 
of  a  reply  from  the  Secretary.  So  that  that  would  require  two 
movements :  First,  the  letter  to  the  Secretary  and,  second,  the  actual 
sending  of  the  sample.  But  you  could  do  it  all  at  once.  It  may 
be  just  as  well  for  you  to  address  a  letter  to  both  Secretaries,  telling 
the  plan,  explaining  all  about  what  you  have,  and  asking  for  advice- 
Mr.  McDonald.  Thank  you  very  much. 

Senator  Mead.  I  think  you  are  on  the  track  of  something  that  might 
make  materials  not  now  being  used  of  value  to  the  Government  and 
to  the  people. 

Mr.  McDonald.  This  will  apply  wherever  strength  is  required  of 
steel.    We  have  gotten  as  high  as  500-percent  increase  in  wearing. 

Senator  Mead.  Fine.  There  are  many  avenues  open  to  you.  One 
is  to  go  into  the  business  yourself,  some  business  that  will  use  this 
product;  another  is  to  discuss  the  possibilities  of  the  utilization  of 
your  plan  with  steel-manufacturing  companies,  and  the  third  is  hav- 
ing it  brought  to  the  attention  of  and  probably  approved  by  either  of 
our  armed  forces. 

Mr.  McDonald.  That  is  the  principal  thing  I  had  in  mind  right 
now. 

Senator  Mead.  Then  you  address  a  communication  to  both  of  the 
Secretaries. 

Thank  you  for  coming  before  the  committee. 

(Whereupon,  at  4:50  p.  m.  the  committee  recessed  until  10  a.  m.7 
Thursday,  August  21,  1941.) 
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United  States  Senate, 
Special  Committee  Investigating  the 

National  Defense  Program, 

Los  Angeles,  Calif. 
The  committee  met  at  10:15  a.  m.  pursuant  to  adjournment  on 
Tuesday,  August  19,  1941,  in  court  room  No.  8,  United  States  Court 
House,  Senator  Harry  S.  Truman  presiding.  . 

Present:  Senators  Harry  S.  Truman  (chairman),  James  M.  Mead, 
and  Mon  C.  Wallgren. 

Present  also:  Hugh  A.  Fulton,  chief  counsel;  Charles  P.  Clark, 
associate  chief  counsel. 

The  Chairman.  I  know  that  the  sheriff  always  tells  the  truth,  but 
the  committee  has  to  swear  the  witness. 

Do  you  solemnly  swear  to  tell  the  truth,  the  whole  truth,  and  noth- 
ing but  the  truth,  so  help  you  God  ? 
Mr.  Biscailttz.  I  do. 

TESTIMONY  OF  EUGENE  BXSCAILUZ,  SHEEIFF,  LOS  ANGELES 

COUNTY,  CALIF. 

QUESTION  OF  ADEQUATE  POWtER  AND  PLANT  PROTECTION  IN  THE  LOS  ANGELES 

AREA 

The  Chairman.  We  are  interested  in  the  defense  situation  as  it 
affects  this  area,  Mr.  Sheriff.  We  discussed  it  with  you  privately  the 
other  day.  If  you  will  state  to  us,  for  the  record,  your  conclusions 
as  you  outlined  them  to  us  at  that  time,  I  will  appreciate  it  very 
highly. 

Mr.  Biscailuz.  May  I  just  speak  informally  ? 

The  Chairman.  Yes. 

Mr.  Biscailuz.  You  want  our  set-up  and  what  we  have  done  ? 

The  Chairman.  And  what  you  need,  principally. 

Mr.  Biscailuz.  Well,  I  would  like  to  preface  my  remarks  by  stat- 
ing that  the  sheriff's  office  in  Los  Angeles  County  is  the  same  as 
a  metropolitan  police  department  in  any  large  city.  We  are  a 
uniformed  organization.  We  have  4,083  square  miles  in  Los  Angeles 
County,  and  three  thousand  four  hundred-odd — square  miles  of  that 
total  is  in  Los  Angeles  County,  outside  of  the  metropolitan  city 
of  Los  Angeles. 

About  a  year  and  one-half  ago,  with  the  Los  Angeles  Chamber  of 
Commerce  and  other  civic  groups,  meetings  were  called  of  different 
industries  in  Los  Angeles   County,   oil,   transportation,   power,   to 
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find  just  what  was  necessary  to  augment  or  more  completely  have 
better  plant  protection,  and  other  things  that  were  so  vital  during 
these  times.  From  that  first  meeting,  a  series  of  meetings  were 
held  with  the  different  groups. 

I  would  like  to  state,  from  the  standpoint  of  plant  protection, 
I  feel  that  every  organization  in  Los  Angeles  County  that  has  to 
do  with  national  defense  is  doing  everything  they  can  to  protect 
their  own.  In  other  words,  the  Army  at  that  time  told  us  very 
emphatically  that  every  organization  in  Los  Angeles  County,  I  mean 
corporation,  whether  large  or  small,  that  had  to  do  with  national 
defense,  had  to  protect  their  own.  So  I  do  know  that  every  aircraft 
corporation  in  the  county,  oil,  power,  gas,  and  so  forth,  are,  to 
the  best  of  their   ability,  protecting  their  own   property. 

From  the  standpoint  of  the  sheriff's  office  (I  can  only  speak  for 
the  county,  I  believe,  in  this)  we  have  12  substations  in  Los  Angeles 
County.  Our  Firestone  area  and  our  Norwalk  area  have  the  bulk 
of  the  corporations  that  are  engaged  in  national  defense. 

Senator  Wallgren.  What  do  you  mean  by  substations? 

Mr.  Biscailuz.  We  have  miniature  sheriff's  offices,  Senator.  We 
have  the  county  divided  into  12  substation  areas,  and  each  one  of 
those  substations  is  open  24  hours  a  day,  with  the  necessary  number 
of  men  and  equipment  to  police  that  patricular  area. 

Senator  Wallgren.  Do  you  call  those  additional  facilities? 

Mr.  Biscailuz.  Yes,  sir;  and  they  are  uniformed  men.  We  have 
two-way  radio  patrol  cars.  Our  inspectors  keep  weekly  in  touch 
with  everyone  of  these  corporations  in  the  county  and  then  report 
back.  We  have  staff  meetings  at  which  we  take  up  matters  where 
we  feel  that  other  things  should  be  done,  that  have  been  done  before,, 
in  more  adequately  protecting  the  property. 

We  have  344  men  who  are  attached  to  these  substations,  three 
shifts  of  men.  We  have  45  cities  in  Los  Angeles  County,  including' 
the  metropolitan  city  of  Los  Angeles. 

The  sheriff  of  this  county  does  police  work' when  it  comes  to  major 
crime,  in  all  of  the  cities  of  Los  Angeles  County. 

When  it  comes  to  local  ordinances,  the  sheriff  assists  these  cities  in 
their  protection  of  life  and  property  rather  than  taking  the  initiative. 
So,  we  have  had  meetings  with  the  fire  departments,  the  45  chiefs  in 
Los  Angeles  County,  forestry  reserves,  and  have  been,  as  I  say,  for  a 
year  and  one-half,  doing  the  best  we  could  to  cooperate  together.  I 
wish  to  say  that  we  have  a  very  fine  spirit  of  cooperation  and  coordi- 
nation between  all  agencies  here  that  have  to  do  with  the  protection 
of  life  and  property. 

Our  office  consists  of  1,000  men  and  women;  that  is  approximately 
the  personnel  of  the  sheriff's  office  of  Los  Angeles  County.  We  are 
rather  undermanned.  I  would  like  to  state  that  we  don't  have  the 
manpower  that  we  should  have  to  more  adequately  do  our  work.  In 
other  words,  we  have  streamlined  our  organization  to  such  an  extent 
that  we  don't  have  very  much  lost  motion,  but  we  could  very  easily 
use  100  more  men  in  doing  that  work  in  the  unincorporated  area  of 
Los  Angeles  County,  putting  on  more  radio  patrol  cars  and  keeping 
in  better  and  better  touch  with  the  situation. 

We  are  specializing  in  our  office.  We  have  an  antisubversive  detail 
that  has  been  working  now  for  nearly  3  years  with  the  Army  and 
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Navy.  We  act  as  a  clearing  house  there  and  assist  in  every  way  that 
we  can  when  requests  come  from  the  F.  B.  I.  or  the  G-2  or  O-N-I. 

We  have  assisted  the  Army  in  making  surveys,  through  Colonel 
Snell  at  Fort  MacArthur,  and  in  every  way  feel  that  this  is  a  job,  re- 
gardless of  what  particular  law  enforcement  group  we  might  be  in, 
that  can't  be  done  by  anyone  alone.  I  think  we  are  all  cognizant  of 
the  fact  that  we  have  a  big  job  ahead  of  us. 

Senator  Wallgren.  Do  you  say  you  have  1,000  men  in  your  depart- 
ment now  ? 

Mr.  Biscailuz.  Yes,  sir. 

Senator  Wallgren.  Approximately,  what  was  the  number  of  men 
employed  in  your  department  a  year  ago? 

Mr.  Biscailuz.  Practically  little  variation.  I  don't  think  there  is 
a  difference  of  five  men.  In  other  words,  we  haven't  had  any  distinct 
increase  in  personnel  in  several  years. 

Senator  Wallgren.  Yet  there  has  been  a  great  increase  in  the 
Federal  investments  in  this  area? 

Mr.  Biscailuz.  Yes,  sir.  We  have  over  500,000  people  living  in  Los 
Angeles  County,  in  the  unincorporated  area,  alone — I  am  talking 
about  the  sheriff's  territory — that  doesn't  have  any  other  police  pro- 
tection except  that  which  the  sheriff  gives  through  his  substation.  At 
the  same  time,  the  small  cities  in  Los  Angeles  County  look  to  the 
sheriff's  office  whenever  they  have  anything  there ;  that  is,  when  they 
have  something  that  seems  too  much  for  a  small  group  of  men  to 
handle,  they  always  ask  the  sheriff's  office  to  come  in  and  help  them, 
which  we  are  willing  to  do. 

Senator  Wallgren.  This  emergency  defense  program,  however,  has 
heaped  an  additional  load  on  your  shoulders  and  the  shoulders  of  the 
county  and  the  city,  has  it  not  ? 

Mr.  Biscailuz.  Yes,  sir. 

Senator  Wallgren.  There  has  been  quite  an  influx  of  workers  into 
the  area  over  a  period  of  just  a  year  since 

Mr.  Biscailuz.  Yes,  sir. 

The  Chairman.  This  increase  in  the  Federal  program  has  also 
increased  the  valuation  and  the  tax  income,  to  some  extent,  has  it 
not? 

Mr.  Biscailuz.  No  doubt  about  it. 

The  Chairman.  So  there  is  a  possibility  there  would  be  enough 
increase  in  the  tax  brought  about  by  the  increased  business  brought 
here  by  the  Federal  Government  that  would  probably  pay  for  the 
overhead  required  for  it,  isn't  that  true? 

Mr.  Biscailuz.  There  is  only  one  thing,  Senator.  We  have  a 
terrific  charity  load  in  Los  Angeles  County.  People  come  here  from 
all  over.  That  is  the  thing  that  is  really  hurting  us  in  getting  the 
implements  to  work  with,  that  have  to  do  with  our  job,  because 
that  charity  load  has  been  so  terifnc.  It  either  meant  neglecting  that 
duty  of  the  citizens  here  or  of  the  constituted  authorities,  or  else 
neglecting  the  fixed  things  that  should  be  done,  or  raise  the  tax  rate. 

The  Chairman.  That  charity  load,  you  think,  has  also  been  in- 
creased by  the  increased  Federal  activity? 

Mr.  Biscailuz.  I  wouldn't  say  that.  I  would  say  I  should  think 
the  charity  load  would  be  decreased  by  this  much  more  employment 
here  now. 
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Senator  Mead.  Sometime  ago,  Sheriff,  I  read  of  the  prevention  of 
the  influx  of  citizens  into  this  area,  who  would  probably  go  on  relief. 
Is  that  prohibition  still  in  existence? 

Mr.  BiscAiLuz.  No,  Senator.  That  was  several  years  ago  that  the 
city  of  Los  Angeles  undertook  to  stop  at  the  border  lines  of  Cali- 
fornia those  whom  they  felt  would  be  indigents  when  they  landed 
here.  For  a  year  or  so,  I  believe,  that  policy  was  followed.  It  is  no 
longer  in  effect. 

Senator  Mead.  Well,  Sheriff,  the  rapid  upsurge  in  industrial  ac- 
tivity has  reduced  the  re^ef  load  and  increased  the  employment  and 
business  generally,  leaving  the  city  in  better  position  to  police  its 
jurisdiction. 

You  said  just  a  few  minutes  ago  that  you  conferred  with  the  vari- 
ous industrial  organizations.  What  cooperation,  for  instance,  are 
you  receiving,  what  specific  offer  of  help,  of  plant  protection,  is 
afforded  by  Shell,  by  S.  O.,  or  by  the  various  oil  companies?  Have 
they  really  put  on  added  police  protection?  Have  they  lit  up  their 
plants?  Are  they  arresting  anyone  for  loitering?  What  specific 
effort  are  they  putting  forth? 

Mr.  Bisoailitz.  I  would  like  to  state  that  each  one  of  these  plants 
has  a  plant-protection  superintendent,  particularly  the  airplane 
manufacturers,  such  as  Lockheed  and  Douglas  and  Vultee  and  North 
American.  Every  one  of  them  has,  as  I  say,  a  very  fine  plant  pro- 
tection. Some  of  them  have  former  F.  B.  I.  men  who  were  retired, 
that  are  working  out  those  problems  for  them. 

I  would  like  to  give  you  this  little  information — it  won't  take  me  a 
minute — where  they  are  calling  upon  us  for  help.  At  Douglas  Aircraft 
we  have  12  men  from  our  office — and  this  is  in  the  process  of  increase 
now — sworn  in  with  sheriff's  badges.  In  other  words,  we  had  an  ordi- 
nance passed  not  long  ago  where  a  special  sheriff's  badge  and  a  distinc- 
tive uniform  is  used  by  these  different  corporations  who  have  asked  us 
for  help.  Each  one  of  these  men  is  bonded.  They  are  gone  over  with 
a  fine-tooth  comb.  When  we  find  their  loyalty  is  unquestioned,  and 
everything  else  is  in  order,  then,  at  the  request  of  the  corporation,  we 
swear  them  in. 

I  will  give  you,  not  the  names  of  the  individuals,  but  in  addition  to 
Douglas  Aircraft,  we  are  doing  that  with  Bethlehem  Shipbuilding,  the 
Guy  F.  Atkinson  Co.,  California  Shipbuilding  Co.,  which  is  down  in 
the  harbor,  Columbia  Construction,  the  Standard  Oil  Co.,  and  depart- 
ment of  water  and  power.  We  have  a  total  of  several  hundred  that 
are  now  actively  engaged.  Their  wages  are  paid  by  these  corpora- 
tions, but  their  authority  is  given  to  them  by  the  sheriff  of  Los  Angeles 
County. 

Within  the  next  6  weeks  we  will  probably  have  anywhere  from  500 
to  1,000  more  men  sworn  in,  not  paid  for  by  the  citizens  but  by  the 
corporations  themselves. 

Senator  Mead.  Now,  then,  you  said  there  will  be  500  more.  We 
learned  the  day  before  yesterday  that  Douglas  had  500  of  their  own 
doing  police  work  in  that  particular  plant. 

Mr.  Biscailuz.  That  is  right. 

Senator  Mead.  It  is  fair  to  assume,  then,  if  you  take  all  the  plant's 
into  consideration  that  the  number  affording  protection  by  the  plants 
runs  into  the  thousands  ? 
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Mr.  Biscailuz.  There  is  no  doubt  about  that. 

Senator  Mead.  That  is  all  being  paid  for  by  the  Federal  Govern- 
ment, not  by  the  plant  itself,  because  that  is  all  charged  to  the  airplane 
program,  and  it  is  a  direct  charge  on  the  Treasury  of  the  United 
States.  It  is,  in  part,  a  contribution  to  the  protection  of  the  prop- 
erty and  the  citizens  of  the  area.  So  the  Federal  Government  has  not 
only  been  very  liberal  in  establishing  plants  and  plant  facilities  and 
military  establishments,  but  the  Federal  Government  is  called  upon 
to  pay  the  full  share  of  policing  within  these  plants,  because  it  is  all 
charged  in  the  contracts  to  the  Federal  Government. 

Mr.  Biscailuz.  I  would  like  to  state  that  we  have  in  our  territory 
alone,  Senators,  the  Vultee,  the  new  Douglas  plant  in  North  Long 
Beach — it  is  in  unincorporated  part  of  Los  Angeles  County — where 
there  will  probably  be,  in  the  fall  of  this  year,  thirty  to  forty  thousand 
more  people  living  in  that  substation  area  of  ours,  that  would  not  have 
been  there  if  it  hadn't  been  for  this  increase.  So  that  is  another  prob- 
lem that  we  have  to  worry  about,  is  taking  care  of  the  outside  of  the 
plant.  In  other  words,  our  jurisdiction,  I  mean  as  far  as  practical 
work  is  concerned,  doesn't  go  within  the  plant,  unless  called  upon,  but 
it  is  the  sheriff's  job  to  see  that  no  sabotage  or  anything  is  done  either, 
for  these  people  going  to  or  coming  from  the  plants. 

I  would  like  to  mention  we  have  the  civilian  defense  committees. 
I  happen  to  be  the  chairman  of  Los  Angeles  County  Civilian  Defense 
Committee  that  is  working  with  the  State  agency  and  the  State,  in 
turn,  with  the  national  set-up. 

On  the  13th  of  September  the  new  State  law  will  take  effect  which 
will  give  the  powers  to  the  State.  The  State  emergency  council  will 
have  to  do  with  civilian  defense.  In  turn,  each  county  in  California, 
where  it  is  necessary,  will  have  a  county  civilian  defense — we  have 
had  ours  going  for  some  time — and  then  down  through  the  cities. 
Next  week  the  mayor  of  the  city  of  Los  Angeles,  the  representative 
of  the  State,  and  the  sheriff  will  get  together  to  coordinate  our  efforts. 
In  other  words,  I  feel,  about  a  job  like  this,  it  isn't  a  matter  of  juris- 
diction at  all.  We  should  work  together  just  as  if  we  were  all  in  one 
spot. 

The  Chairman.  In  fact,  you  are  going  to  have  to  have  some  sort  of 
a  coordinating  authority  to  see  that  you  do  cooperate,  or  you  won't 
successfully  carry  out  the  job. 

Mr.  Biscailuz.  Yes,  sir ;  we  will  have  that  on  the  13th  of  September 
when  the  new  law  takes  effect.  The  board  of  supervisors  next  Tues- 
day will  have  an  ordinance  before  them  where  we  are  rebuilding  our 
county  civilian  defense  committee  so  we  can  work  according  to  the 
modus  operandi  of  the  State  set-up. 

Then  we  have  been  assured  that  the  national  defense  set-up  will 
work  through  proper  channels,  come  to  the  State  chairman,  the  State 
chairman  to  the  county  chairman,  and  right  on  down  through,  without 
having  any  lost  motion  or  clashing  of  authority,  that  we  don't  want 
here  and  haven't  had. 

Senator  Mead.  There  may  be  a  little  lost  motion,  Sheriff,  there 
in  the  fact  that  you  have  a  city  police  cooperating  with  your  county 
police,  but  you  haven't  a  State  police  that  cooperates  in  like  fashion 
with  either  your  city  or  your  county  police,  your  State  police  being 
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just  a  highway  patrol  system,  and  not  like  the  State  police  of  Penn- 
sylvania and  other  States. 

Mr.  Biscailuz.  You  see,  Senator,  there  are  58  counties  in  California. 
We  have  been  told  by  representatives  from  Washington  who  have 
come  out  here  each  time — I  think  Senator  Wallgren  the  time  he  was 
here  a  few  weeks  ago  mentioned  this  was  a  target  center,  right  where 
we  are  now.  But  the  highway  patrol  of  California  do  a  great  job  on  the 
highways  from  the  traffic  standpoint. 

Each  city  in  Los  Angeles  County,  Senators,  have  their  own  police 
department.  Some  have  small  traffic  organizations.  Some,  like  Pasa- 
dena, Long  Beach,  and  Glendale,  have  better  personnel.  But  the  high- 
way patrol,  as  you  have  mentioned,  do  help  on  the  highways,  but  I 
think  I  can  say  for  them,  too,  that  the  same  situation  exists  there  as 
it  does  with  airy  organization  that  has  to  do  with  law  enforcement 
or  the  protection  of  life  and  property,  that  they  are  undermanned. 
Naturally,  as  soon  as  you  put  on  any  more  men — the  people  want 
these  services,  have  asked  for  them — the  tax  rate  is  the  next  problem 
that  has  to  be  faced. 

Senator  Mead.  Well,  Sheriff,  in  looking  over  the  harbor  the  other 
day,  we  learned  that  there  were  some  lumber  yards  and  other  ac- 
tivities there  that  had  little  or  no  protection.  In  one  instance  they 
had  just  one  night  watchman  for  43  acres,  who  occasionally  made 
the  rounds  of  a  very,  very  difficult  terrain,  where  there  were  no 
lights,  and  the  plant  was  in  utter,  darkness,  and  sabotage  would  be 
very  easily  accomplished. 

Is  there  any  such  case  as  that,  in  your  estimation  ? 

Mr.  Biscailuz.  Of  course,  I  would  like  to  state  this :  I  have  always 
felt  that  every  one  of  us  has  all  we  can  do  to  attend  to  our  own 
jobs.  In  other  words,  people  can  find  fault  with  what  we  are  trying 
to  do,  because  we  are  far  from  perfect.  When  it  comes  to  anything 
other  than  what  we  do  with  the  Navy,  from  an  antisubversive  stand- 
point, the  policing  of  the  harbor  district  has  not  been  our  problem, 
Senator,  except  to  swear  in  men  for  corporations. 

Senator  Mead.  Of  course,  it  must  be  somebody's  job,  Sheriff,  either 
the  chief  of  police,  the  sheriif,  or  the  authorities  of  Los  Angeles,  to 
see  that  these  dangerous  situations  are  removed  as  quickly  as  pos- 
sible. 

They  tell  me  that  the  Los  Angeles  Harbor  is  darkened  at  night, 
that  it  affords  no  protection,  so  far  as  patrol  boats  are  concerned; 
there  are  no  patrol  cars  doing  duty  along  the  docks — scout  cars. 
That  is  a  very  bad  situation.  Surely,  it  is  somebody's  responsibility. 
There  should  be  a  minimum  of  protection,  anyway. 

Mr.  Biscailuz.  Senator,  that  would  be  a  municipal  responsibility. 

Senator  Wallgren.  In  your  position  as  chairman  of  this  defense 
council — is  that  what  it  is? 

Mr.  Biscailuz.  Yes,  sir. 

Senator  Wallgren.  You  are  interested  in  that,  too  ? 

Mr.  Biscailuz.  Absolutely.  In  other  words,  when  we  have  meet- 
ings, things  of  that  kind  would  come  up.  Then,  if  things  are  in- 
adequately taken  care  of,  it  would  be  the  duty  of  our  committee  at 
least  to  recommend  and  suggest  that  certain  things  be  done.  I 
haven't,  of  my  own  knowledge,  anything  definite  about  the  harbor, 
because  we  haven't  worked  there. 
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Senator  Wallgren.  We  just  call  your  attention  to  the  fact,  for 
the  record.  We  made  a  trip  about  Terminal  Island.  We  found  cer- 
tain individual,  privately  owned  plants  properly  protected  with 
searchlights,  illumination  under  the  docks,  and  so  on.  It  seems  to 
me — I  think  it  seemed  to  all  the  rest  of  us — that  if  a  privately  owned 
plant  found  it  necessary  to  take  those  precautions,  it  certainly  ought 
to  be  necessary  that  precautions  be  taken  to  protect  other  property 
lying  in  the  area  where  the  docks  are  dark,  there  is  no  illumina- 
tion, and  where  the  proposition  lies  wide  open  as  far  as  sabotage  is 
concerned.     We  are  just  calling  that  to  your  attention. 

The  Chairman.  Disaster  down  there  would  put  the  whole  harbor 
and  the  city  of  Los  Angeles  out  of  business.  It  ought  to  be  somebody's 
responsibility.  Whose  responsibility  is  it  to  police  that  harbor  on 
the  Los  Angeles  side?  Is  that  the  municipal  authority's  responsi- 
bility? 

Mr.  Biscailuz.  The  Navy. 

The  Chairman.  The  Navy  says  they  only  go  to  the  edge  of  the 
water,  they  can't  go  up  the  hill.  If  they  catch  a  thug  in  the  water 
and  he  gets  up  on  land,  they  have  no  authority.  Who  has  got 
authority  ? 

Mr.  Biscailuz.  The  Navy  have,  just  as  you  say,  up  to  that  line,  but 
the  Navy,  whenever  they  talk  about  the  harbor,  take  those  problems  up 
with  the  city  of  Los  Angeles.     See  what  I  mean? 

The  Chairman.  Is  the  Los  Angeles  chief  of  police  here?  He  hasn't 
come  as  yet,  I  don't  think.     The  mayor  hasn't  arrived  as  yet. 

It  is  somebody's  responsibility. 

Mr.  Biscailuz.  I  don't  want  to  evade  anything  except  I  am  just 
trying  to  give  you  the  picture. 

The  Chairman.  We  are  not  asking  you  to.  We  are  trying  to  find 
out  the  facts  so  we  can  see  what  the  remedy  is. 

Senator  Mead.  Just  to  help  the  committee  out,  if  you  can,  Sheriff, 
whose  authority  do  you  think  it  is  to  patrol  the  docks,  light  up  the 
docks  ? 

Mr.  Biscailuz.  That  would  be  the  city  of  Los  Angeles,  working  with 
the  Navy  Department.     That  would  be  my  opinion. 

Senator  Mead.  If  they  found  an  industry  over  there  with  inade- 
quate protection  of  its  own,  whose  authority  would  it  be  to  see  to  it 
that  that  agency  was  checked  up  and  that  it  cooperated?  Whose 
authority  would  that  be? 

Mr.  Biscailuz.  I  would  answer  it  this  way :  If  that  condition  exists 
in  the  unincorporated  area,  it  would  be  my  duty.  I  would  say,  then, 
it  would  be  the  duty  of  the  constituted  authorities  of  the  city  of  Los 
Angeles  to  check  up  and  see  that  those  things  are  done. 

Senator  Mead.  We  were  given  to  understand,  when  we  went  around 
the  harbor  the  other  day,  that  there  were  some  very  flagrant  in- 
stances of  inadequate  protection,  and  that  it  certainly  was  somebody's 
responsibility  here  to  see  to  it  that  it  was  corrected. 

If  the  Navy  is  given  the  responsibility  of  policing  the  harbor,  that 
is  usually  subject  to  considerable  criticism.  Sometimes  it  is  a  bad 
precedent.  It  is  only  undertaken  after  the  local  authority  has  proven 
inadequate  or  has  fallen  down  in  its  responsibility.  While  this  is 
a  very  serious  situation  out  here,  and  while  the  need  of  protection  is 
grave,  it  occurs  to  me  that  the  Navy  should  come  in  only  after  the 
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municipal  authority  and  the  local  authority  generally  had  made  a 
valiant  effort  to  correct  every  condition  that  deserved  consideration. 

If  we  find  a  harbor  that  is  adequately  protected  in  one  instance  or 
in  one  division  or  in  one  section,  and  it  lacks  protection  in  another 
section,  then  there  must  be  some  local  difficulty.  I  think  that  all 
those  difficulties  ought  to  be  corrected  before  the  Federal  Govern- 
ment steps  in  to  take  over  the  policing  of  the  locality. 

Mr.  Biscailuz.  Senators,  Chief  of  Police  Horrall  is  an  old-time 
peace  officer.  I  believe  some  of  the  things  you  brought  up  he  would 
be  in  a  very  good  position  to  answer,  and,  as  far  as  he  could,  in  his 
own  power,  I  believe  he  would  correct  those  things  if  they  are  existing. 

Senator  Mead.  Sheriff,  I  think  it  has  been  pretty  well  established,  so 
far  as  the  committee  is  concerned,  that  some  C.  C.  C.  protection  for 
the  aqueduct  and  power  line  areas,  that  was  formerly  here,  be  re- 
turned to  the  scene.    What  do  you  know  about  that  situation  ? 

Mr.  Biscailuz.  I  will  say  this — I  am  now  speaking  not  so  much  as 
sheriff  but  from  conversations  I  have  had  with  our  chief  forester  and 
lire  warden  of  Los  Angeles  County,  and  also  one  of  the  national  repre- 
sentatives— if  those  C.  C.  C.  camps  could  be  augmented,  rather  than 
minimized,  they  could  do  a  lot  of  good.  I  will  tell  you  this :  You 
know  this  is  also  a  fire  area.  We  have  had  some  tough  fires  in  Los 
Angeles  County  over  a  period  of  years,  in  southern  California.  Those 
kids,  I  want  to  tell  you,  gentlemen,  have  done  yeoman  service. 

The  Chairman.  You  don't  think  that  C.  C.  C.  expenditure  has  been 
wasted,  so  far  as  Los  Angeles  County  is  concerned? 

Mr.  Biscailuz.  No  ;  it  has  been  a  great  thing. 

Senator  Mead.  That  seems  to  be  a  Federal  activity  in  which  there 
would  be  no  criticism.  Unlike  the  taking  over  of  the  Los  Angeles 
Harbor  by  a  Federal  authority,  which  is  unusual,  because  they  usually 
leave  police  work  to  the  local  police  authorities,  the  sending  in  of  a 
C.  C.  C.  outfit  to  do  reforestation,  and  to  prevent  the  destruction  of 
forests  from  forest  fires,  is  an  activity  of  the  Federal  Government  that 
has  already  received  the  sanction  of  public  opinion.  It  seems  to  me 
that  at  a  time  like  this  it  is  a  mistake  for  the  Federal  Government  to 
withdraw  that  protection.  Therefore,  it  would  be  very  proper  and 
probably  generally  applauded  if  a  recommendation  were  made  by  all 
the  authorities  here  for  the  return  of  the  C.  C.  C.  camps.  But  be- 
fore the  local  authorities  recommend  that  the  Federal  Government, 
now  pouring  billions,  probably  before  this  emergency  is  over,  into  the 
California  area,  millions  of  which  are  going  to  be  used  for  police 
work,  step  in  and  augment  that  expenditure,  by  taking  over  local 
police  function,  the  local  authority  ought  to  bend  every  effort  to  do  its 
adequate  share,  prior  to  that  particular  effort  on  the  part  of  he 
Federal  Government. 

Mr.  Biscailuz.  Senator,  I  would  feel  very  badly,  as  sheriff  of  Los 
Angeles  County,  if  another  agency  would  come  in  here  to  do  the 
work  that  I  am  supposed  to  do  under  the  law. 

Senator  Mead.  Naturally  you  would.  It  is  bad  business  to  invite 
the  Federal  Government  to  be  your  police  officer. 

Mr.  Biscailuz.  Martial  law  we  would  have  no  control  over,  that  is 
different,  but  purely  police  functions  should  be  handled  by  those  whose 
job  it  is  to  do  that  particular  work.  That  is  why  I  say  I  am  very, 
very  anxious  that  nothing  shall  happen  in  the  territory  I  have. 
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For  the  record,  I  want  to  state  that  since  time  immemorial  it  has 
been  the  policy  of  the  sheriff's  office  to  assist  in  incorporated  cities  in 
Los  Angeles  County,  never  going  in  there  except  when  asked  to  assist, 
because  that  is  the  way  we  keep  cooperation.  In  other  words,  I  can 
say  this  advisedly,  that  tomorrow  I  could  call  a  meeting  of  the  sheriffs 
and  ask  the  45  chiefs  in  Los  Angeles  County  to  a  meeting,  and  there 
wouldn't  be  an  absentee,  unless  through  sickness  or  something,  be- 
cause we  are  trying  to  work  together.  I  am  not  trying  to  show  any 
authority,  but  rather  to  work  with  them,  rather  than  have  them  work- 
ing for  me  as  sheriff. 

Senator  Wallgren.  I  would  like  to  say,  Mr.  Sheriff,  contrary  to  the 
thought  expressed  by  Senator  Mead,  recently,  right  in  the  face  of 
possible  fire,  I  think  two  additional  camps  have  been  ordered  closed 
along  the  aqueduct.  I  have  protested  to  the  authorities  back  in  Wash- 
ington just  recently.  As  yet  I  haven't  heard,  but  I  think  one  of  our 
jobs  is  to  try  to  prevent  the  closing  of  additional  camps  during  this 
stage,  because,  according  to  my  records,  we  have  today  thirty-some 
camps  left  out  of  150.  The  sore  problem  is  that  they  have  been  removed 
at  a  time  when  we  need  them  the  most,  just  when  the  danger  period  is 
coming  on. 

Senator  Mead.  I  agree  thoroughly  with  the  sentiments  that  you 
express,  but  I  still  maintain  that  it  is  up  to  the  authority  here  to  insist 
that  every  plant  provide  adequate  protection,  so  far  as  that  plant  is 
concerned,  and  adequate  lighting  facilities.  When  that  is  thoroughly 
accomplished,  it  seems  to  me  that  the  local  authorities  ought  to  check 
every  alien  that  lives  in  the  vicinity  of  the  harbor  where  defense  pro- 
duction is  vital.  The  municipality  ought  to  go  farther  than  that,  be- 
cause that  hasn't  cost  them  very  much,  by  putting  on  some  scout  cars 
along  the  docks  and  some  patrol  boats  along  the  harbor. 

In  view  of  the  vast  expenditure  of  public  funds,  it  seems  to  me  that 
the  locality  ought  to  be  able  to  provide  a  few  scout  cars  and  a  few 
small  motorboats  or  patrol  boats,  and  then  check  up  on  the  various 
plants,  and,  if  they  are  not  affording  protection,  find  out  why.  If  they 
are  reluctant  to  furnish  adequate  protection,  they  hadn't  ought  to 
participate  in  the  defense  program  one  iota. 

Mr.  Biscailuz.  I  would  like  to  state,  Senator,  we  have  been  checking 
for  some  time  in  the  agricultural  area  as  well  as  these  target  points, 
finding  out,  and  have  a  very  fine  file  on  aliens.  This  city,  of  course, 
depends  a  great  deal,  from  the  agricultural  standpoint,  for  vegetables 
and  all  that,  on  an  alien  element  in  Los  Angeles  County. 

I  would  be  very  happy,  if  you  gentlemen  feel  it  is  in  order 

Senator  Mead  (interposing) .  Sheriff,  before  I  conclude,  let  me  know 
something  about  this  defense  set-up.  You  have,  in  addition  to  the 
police  authorities  in  the  city  of  Los  Angeles  and  the  sheriff's  office  in 
the  county  of  Los  Angeles,  a  joint  defense  commission  ? 

Mr.  Biscailuz.  Yes. 

Senator  Mead.  Tell  me  something  about  the  joint-defense  council. 

Mr.  Biscailuz.  First,  I  would  like  to  tell  you  about  som°  of  +he 
auxiliary  forces  we  have  at  our  command.  We  have  the  shQr;ff's  posse 
(a  lot  of  people  think  it  is  only  for  parade  purposes),  mounted  police 
officers,  who  have  done  good  work  in  rescue  work.  We  have  an  aero 
squadron  made  up  of  men  who  have  been  commercial  fl:ers.  some  are 
men  who  have  been  early  mail  fliers,  flew  the  air  mail.    We  have  these 
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men  who  either  own  their  own  planes  or  their  planes  are  owned  by 
the  corporation  for  which  they  work.  They  have  been  organized  about 
8  years.  During  the  last  flood  that  we  had,  they  made  rescues.  They 
took  supplies  and  things  into  the  mountains,  and  even  landed  an 
amphibian  plane  on  the  San  Gabriel  Dam,  and  did  things  far  beyond 
the  scope  of  their  work.  They  don't  cost  the  taxpayers  of  Los  Angeles 
County  a  cent. 

We  have  a  sheriff's  emergency  reserve  now  with  nearly  200  men — it 
is  still  being  organized — who  have  purchased  their  own  uniforms, 
purchased  their  own  firearms.  They  drill  every  Monday  night  at  the 
high  school.  They  are  to  augment,  not  to  take  over — if  trouble  comes, 
where  we  need  more  help.  These  men  are  being  trained  so  they  can 
work  with  a  seasoned  officer,  relieving  some  of  the  others  for  more 
important  duties  than  they  would  have. 

We  have  a  communications  reserve  made  up  of  50  men  who  have 
made  a  hobby  of  communications  and  short  wave.  They  are  working 
with  us.  They  have  done  a  great  job  in  surveying  the  mountainous 
part  of  Los  Angeles.  I  could  furnish  those  figures  and  locations 
where  great  service  could  be  done  by  these  men  in  time  of  strife  and 
in  time  of  trouble.  Those,  of  course,  don't  cost  anybody  anything, 
except  the  individuals  themselves. 

We  also  have  over  5,000  special  deputy  sheriffs  who  serve  without 
pay,  when  called  upon. 

Now,  what  did  you  want  me  to  follow  with,  Senator  ? 

Senator  Mead.  I  understand  you  have  some  sort  of  a  joint-defense 
commission  here. 

Mr.  Biscailuz.  Yes,  sir. 

Senator  Mead.  Tell  us  something  about  the  make-up  of  it,  the  per- 
sonnel of  it,  the  scope  and  authority  of  it. 

Mr.  Biscailuz.  I  will  first  have  to  give  you,  if  you  will  allow  me,  the 
background  of  this.  In  1936  we  organized  the  Los  Angeles  Count v 
Major  Disaster  Committee.  We  found  in  1929,  when  we  had  the  St, 
Francis  Dam  disaster,  the  first  catastrophe  of  proportion  that  we 
have  had  here — I  was  undersheriff  at  the  time — we  didn't  have  a 
uniform  in  our  office.  We  were  inadequately  prepared  for  anything 
like  that. 

We  got  the  American  Legion,  ex-service  men's  organization,  the 
Red  Cross,  and  took  care  of  the  situation  there  as  well  as  we  could, 
under  the  circumstances,  but  we  learned  from  that. 

Then  along  came  the  Long  Beach  earthquake.  We  learned  some 
more  from  that.  Then  we  had  the  flood  of  1938,  the  Montrose  flood, 
and  the  floods  of  1939. 

In  1936,  we  took  up  with  the  board  of  supervisors  the  matter  of 
an  ordinance  being  prepared,  giving  us  the  authority  to  cope  with 
acts  of  God.  It  took  about  6  months  to  sell  the  idea  to  all  of  the 
citizenry,  because  so  many  thought  that  this  was  going  to  be  used  in 
strikebreaking  and  all,  but  when  they  found  this  was  an  unselfish 
organization,  there  to  protect  life  and  property,  we  had  no  difficulty. 

We  went  along  with  that  until  the  President's  proclamation  about 
a  year  and  one-half  ago,  when  he  put  in  the  hands  of  all  the  consti- 
tuted authorities  in  the  country,  from  the  United  States  marshals  all 
the  way  down  the  line,  the  job  of  protecting  and  taking  care  of 
civilian  defense.     So,  when  that  came  about,  we  went  to  the  board  of 
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supervisors  and  asked  that  this  ordinance,  that  allowed  us  all  the 
latitude,  scope,  where  we  had  agencies,  the  Army,  Navy,  Relief  Corps, 
and  all  working  with  us  on  major  disasters,  be  increased  in  scope  so 
that  the  committee  could  take  care  of  public  enemies  as  well  as  acts 
of  God.  So  that  was  done.  The  board  of  supervisors  unanimously 
made  the  change,  amended  that  charter.  We  have  been  meeting — 
we  have  had  the  industrial  leaders  here  in  Los  Angeles  County,  the 
representatives  of  labor,  the  representatives  of  the  Red  Cross,  repre- 
sentatives of  health,  sanitation — and  have  laid  out  a  very  extensive 
program  to  take  care  of  civilian  defense  in  Los  Angeles  County. 

When  the  Governor  of  California,  at  the  last  session  of  the  legis- 
lature, proposed  the  State  set-up,  which  was  passed  and,  as  I  men- 
tioned before,  will  take  effect  on  the  13th  of  September,  we  then 
found  it  necessary  to  amend  this  county  set-up  of  ours  to  conform 
to  the  State  set-up.  As  I  say,  after  the  13th  of  September,  we  will 
be  in  a  position,  Senators,  to  work  through  the  State  agency. 

The  city  of  Los  Angeles  have  their  own,  that  the  mayor  can  tell 
you  about.  It  has  been  organized  and  will  work'  with  our  county 
agency.  I  was  just  informed  this  morning  that  Mr.  Graves  is  the 
agent  for  the  State,  and  Mr.  Page,  representing  the  United  States 
Government,  wrote  and  asked  me  if  the  mayor  and  the  sheriff  would 
get  together  with  them  on  the  2d  of  September  and  talk  over  plans 
of  coordinating  our  efforts  so  there  wouldn't  be  any  lost  motion. 

Yesterday,  or  day  before  yesterday,  we  appointed  George  Con- 
verse as  a  county  organizer  of  the  aircraft  warning  service.  Imme- 
diately the  response  was  terrific.  The  meeting  was  in  my  office.  He 
took  over  the  job.  I  am  telling  you,  gentlemen,  in  2  or  3  days  from 
now  we  will  have  Los  Angeles  County  well  on  its  way  to  complete 
organization  for  the  aircraft  warning  service.  That  is  being  done 
for  the  Army.  As  soon  as  we  do  this,  we  put  it  in  the  Army's  hands, 
and  from  then  on  they  take  over  that  responsibility. 

Senator  Wallgren.  Were  you  sheriff  during  that  period  of  time 
when  the  aqueduct  was  dynamited  by  those  people  who  were  opposed 
to  the  action  taken  in  condemning  their  property  ? 

Mr.  Biscaliuz.  That  is  a  long  story.  I  have  been  sheriff  since 
1932,  but  I  was  undersheriff  for  many  years  before  that.  So  I  have 
been  in  the  sheriff's  office — I  entered  the  office  in  1907  as  a  deputy. 
The  aqueduct  was  brought  into  being  around  1906.  So  I  have  been 
in  the  sheriff's  office  during  those  intervening  years. 

Senator  Wallgren.  You  recall  something  about  what  happened? 

Mr.  Biscailuz.  Yes,  sir. 

Senator  Wallgren.  You  had  a  difficult  time  policing  it,  didn't 
you? 

Mr.  Biscailuz.  Yes,  sir.  Of  course,  that,  again,  was  not  a  metro- 
politan, but  a  bureau  of  power  and  light  problem.  You  see,  we 
swear  men  in  for  them.  We  are  giving  them  the  authority,  but 
these  men  are  working  under  their  jurisdiction.  As  I  just  mentioned, 
be  have  a  total  of  87  men  sworn  in  by  our  office  for  the  department 
of  water  and  power.  I  think  it  would  be  well  to  say  that  we  are 
making,  at  the  present  time,  a  survey  of  the  entire  line  to  find  out 
whether 

Senator  Wallgren.  You  mean  the  aqueduct? 

Mr.  Biscailuz.  Yes,  sir.  The  last  time  we  got  together,  I  think 
you,  Senator  Wallgren,  suggested  that  something  like  that  be  done. 
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So  we  are  working  with  Colonel  Snell  of  the  Army  and  will  have  a 
report  on  that  in  a  short  time. 

Senator  Mead.  I  have  only  one  suggestion,  Sheriff.  I  think  you 
are  doing  a  good  job,  but  it  occurs  to  me  what  you  need  out  here 
is  a  defense  protection  board  with  authority  to  go  into  every  one  of 
these  plants,  see  to  it  that  they  cooperate  to  the  fullest  extent,  see 
to  it  that  the  city  and  the  various  political  subdivisions  have  coop- 
erated, and  to  follow  it  up  with  constant  and  repetitious  checks  until 
such  time  as  they  do  cooperate.  Where  they  refuse  to  cooperate, 
they  ought  to  be  brought  to  the  attention  of  the  Federal  Government. 

Therefore,  this  commission  ought  to  have  authority  and  coordina- 
tion rather  than  just  a  set-up  that  occasionally  meets  and  discusses 
their  common  problems.  They  ought  to  have  authority ;  they  ought 
to  coordinate;  they  ought  to  check  these  plants,  and  they  ought  to 
follow  them  up  until  every  bit  of  the  territory  is  properly  or 
adequately  protected. 

It  seems  to  me  that  a  defense  protective  board  for  this  particular 
area  is  a  vital  need.  There  seems  to  be  spotty  protection ;  it  is  good 
m  places  and  it  is  lacking  in  other  places. 

I  believe  that,  insofar  as  your  agency  is  concerned,  so  far  as  your 
authority  is  concerned,  you  are  doing  a  fine  job.  But  there  may  be 
some  plants ;  there  may  be  some  industries ;  there  may  be  some  muni- 
cipalities that  are  not  bending  every  effort  to  give  the  same  uni- 
form protection  that  is  required  under  these  conditions.  The  com- 
mittee is  very  well  satisfied  that  that  is  true  insofar  as  the  harbor 
is  concerned.  There  it  is  rather  spotty,  good  in  places,  and  lacking 
in  other  places. 

So,  I  think  the}'  need  a  real  defense  board  out  here  that  would 
coordinate  and  would  be  given  sufficient  power  and  follow-up  au- 
thority to  see  that  everything  was  done.  I  think  you  would  find 
that  the  Federal  Government  would  very  quickly  cooperate  with  you 
if  you  brought  to  their  attention  a  plant  seeking  defense  contracts 
and  refusing  to  cooperate  in  the  matter  of  protection  of  this  area. 

I  think  too,  that  the  C.  C.  C.  camp  ought  to  be  returned.  I  think 
that  is  a  Federal  agency  that  would  be  welcomed,  and  it  would 
be  doing  a  fine  task.  But  I  doubt  very  much  whether  the  Federal 
authority  ought  to  come  in  and  take  over  your  responsibility,  or 
the  responsibility  that  properly  belongs  to  the  city  or  to  some  plant. 

Mr.  Biscailtjz.  I  can  assure  you,  Senator,  that  we  can,  if  it  hasn't 
been  adequately  done,  coordinate  all  the  agencies  in  Los  Angeles 
County  that  come  within  the  scope  of  this  county  civilian  defense 
committee.  I  would  be  very  happy,  also,  if  this  committee  would 
like  me  to,  to  make  a  further  survey  and  then  report  to  j^ou  as  to 
what  we  find  that  could  be  further  done  in  the  way  of  more  ample 
protection.  Of  course,  you  are  right.  We  have  authority,  I  have 
authority  as  sheriff,  authority  as  chairman  of  the  county  civilian 
defense  committee.  I  have  full  authority  in  my  duties  as  sheriff, 
but  as  county  chairman,  like  anything  else,  you  have  to  conciliate, 
bring  people  together,  rather  than  waving  a  big  stick  and  telling 
them  to  do  it.  So,  it  is  a  campaign  of  education.  What  I  am  trying 
to  do  as  chairman  is  to  make  people  want  to  do  these  things  rather 
than  to  make  them  feel  that  they  have  to.  I  think,  so  far,  we  are 
making  strides  in  that  direction.     But,  at  the  same  time,  I  would 
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like  to  be  in  a  position  to  be  able  to  report  to  someone  who  would 
have  the  authority,  if  it  is  necessary  to  crack  the  whip,  to  crack 
the  whip. 

You  mentioned  about  another  agency.  It  would  be  easy  enough 
for  me  as  sheriff  to  furnish  you  anything  within  my  power  at  any 
time,  so  you  could  keep  advised  as  to  what  you  felt  should  be  done. 

Senator  Mead.  Sheriff,  because  of  what  happened  in  Brooklyn  the 
other  day,  and  what  has  happened  before  that,  in  other  parts  of 
the  country,  I  think  the  time  is  past  when  we  should,  by  education, 
seek  the  cooperation  of  agencies  that  may  be  enjoying  this  upsurge 
in  our  national  defense  economy,  and  to  put  the  foot  down,  the 
heat  on,  and  tell  them  that  they  either  have  to  cooperate  like  those 
around  them  or  they  will  be  taken  out  of  the  picture. 

The  Chairman.  I  think  that  is  going  to  come  up.  This  committee 
has  asked  for  a  report  on  the  C.  C.  C.  from  the  C.  C.  C.  headquarters 
in  Washington.     We  will  have  that  report  shortly. 

Senator  Wallgren.  I  want  to  straighten  out  another  matter.  The 
last  time  I  was  here  I  was  misquoted,  to  a  certain  extent,  I  feel  that 
I  was,  in  promising  troops  to  protect  the  aqueduct.  Of  course,  that 
is  out  of  line.  The  question  was  asked  me  whether  or  not  the  Federal 
Government  would  protect,  with  troops,  this  power  line,  and  I  said, 
"Well,  if  it  were  absolutely  necessary,  they  might  do  so."  We  are 
not  going  to  do  that.  We  have  to  reserve  our  troops  for  other  duties 
I  just  merely  wanted  to  clear  that  up  at  this  time. 

The  Chairman.  You  must  distinctly  understand  that  the  Army 
is  not  a  police  force.  The  Army  strength  is  to  fight  for  the  country. 
The  police  duty  is  the  duty  of  the  local  people. 

Mr.  Biscailtjz.  In  every  way,  Senator,  we  have  sold  the  idea  locally 
that  the  Army  has  its  function  just  the  same  as  we  have. 

The  Chairman.  That  is  all,  Mr.  Sheriff.     Thank  you  very  much. 

May  I  ask  you  to  file  for  the  record  your  organization  charter? 

Mr.  Biscailuz.  Yes.    How  soon  would  you  like  that? 

The  Chairman.  Whenever  it  is  convenient. 

Mr.  Biscailuz.  We  will  furnish  you  with  the  complete  set-up  before 
you  adjourn  this  meeting  Friday. 

The  Chairman.  Thank  you  very  much. 

Is  there  a  representative  of  the  Forest  Service  here?  (No  re- 
sponse.)    Is  Mr.  Scattergood  here? 

Mr.  Scattergood.  Yes. 

The  Chairman.  Will  you  be  sworn?  Do  you  solemnly  swear  to 
tell  the  truth,  the  whole  truth,  and  nothing  but  the  truth,  so  help 
you  God? 

Mr.  Scattergood.  I  do. 

TESTIMONY  OF  E.  F.  SCATTERGOOD,  ADVISORY  ENGINEER,  BU- 
REAU OF  POWER  AND  LIGHT,1  DEPARTMENT  OF  WATER  AND 
POWER,  LOS  ANGELES,  CALIF. 

The  Chairman.  Mr.  Scattergood,  we  were  discussing  with  you 
the  other  day  the  situation  with  regard  to  power  and  water  as  it 
affects  this  area,  and  we  would  like  for  you,  for  the  benefit  of  our 

1  See  also  Exhibit  No.  108,  appendix,  p.  1938. 
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record,  to  give  us  substantially  the  facts  as  you  gave  them  to  this 
committee,  if  you  will,  please.  You  said  you  would  prepare  a  state- 
ment for  us. 

Mr.  Soattergood.  There  is  present  Mr.  Vogel,  engineer,  assistant 
to  the  operating-maintenance  engineer  of  the  bureau  of  power  and 
light,  who  will  present,  if  you  please,  that  statement  and  answer 
any  questions  about  it.  The  statement  will  show  the  lay-out  of  our 
electrical  system,  the  location  of  the  power  plants  and  of  the  trans- 
mission lines  from  those  plants,  the  six  central  receiving  stations  in 
the  city,  and  the  high-voltage  interconnections  between  those  sta- 
tions, so  if  anything  happens  to  one  of  them,  the  others  may  supply 
the  power  during  the  trouble  that  may  exist  at  any  of  one  of  them, 
by  means  of  two  parallel 

The  Chairman.  Mr.  Scattergood,  I  am  rather  of  the  opinion  that 
that  specific  information  as  to  location  and  the  lay-out  of  the  lines 
should  not  go  into  the  record  for  publication. 

What  we  are  particularly  interested  in  is  a  statement  as  to  your 
ability  to  meet  a  situation  that  might  develop  should  the  principal 
power  plants  be  disabled,  or  should  the  lines  be  put  out  of  business 
by  forest  fire,  or  something  of  that  sort.  We  are  not  so  much  in- 
terested in  getting  into  the  record  the  specific  lay-out  of  your  electri- 
cal system  because  that  might  be  of  use  to  somebody  that  wanted 
to  put  it  out  of  business. 

Mr.  Scattergood.  That  is  available  and  may  be  furnished  to  any- 
one. 

The  Chairman.  Confidentially,  the  committee  would  like  to  have 
it,  but  not  for  the  public  record. 

Mr.  Scattergood.  The  statement  that  I  made  the  other  day  was  to 
the  effect  that  our  power  sources  are  diversified  and  located  at  distant 
points,  one  from  another;  three  steam  plants  distantly  located  with 
respect  to  one  another,  and  water-power  plants  and  transmission  lines. 
The  principal  lines  coining  in  from  water-power  plants  come  through 
the  forest  preserve  in  different  locations,  quite  distant  from  one 
another. 

The  bureau  of  power  and  light  supplies  the  service  for  the  city  uses 
and  that  of  the  inhabitants  of  the  city  of  Los  Angeles,  and  the  South- 
ern California  Edison  Co.  outside  of  the  city  of  Los  Angeles,  in  this 
general  part  of  southern  California. 

The  Forestry  Service,  as  indicated  in  a  letter  addressed  to  Senator 
Wallgren  on  July  17,  seems  very  short  in  personnel  at  a  time  when  it 
should  be  just  the  reverse,  and  unable  to  watch  over,  prevent,  and 
put  out  brush  or  forest  fires  in  California  and  also  the  Pacific  coast 
generally,  because  of  the  withdrawal  of  C.  C.  C.  camps,  in  large  part 
and  because  of  their  personnel,  in  considerable  degree,  being  in  mili- 
tary service  as  volunteers  or  draftees.  Further  provision  for  increased 
personnel  of  the  Forestry  Service  certainly  is  important. 

Transmission  lines  going  through  the  forests  or  other  essential 
facilities  that  might  be  affected  by  forest  fires  are  increased  in  hazard 
because  of  this  lack  of  personnel  over  what  it  would  otherwise  be. 

Our  transmission  circuits  and  our  power  plants  are  being  guarded. 
The  Boulder  power  plant  is  under  the  jurisdiction  of  the  Department 
of  the  Interior  and  specially  guarded.  The  training  of  these  guards, 
and  the  way  in  which  they  are  equipped  with  firearms,  if  it  is  agreeable 
to  your  committee,  will  be  stated  to  you  by  Maj.  R.  R.  Robertson.     He 
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is  an  engineer  of  design  construction  in  the  bureau  of  power  and  light, 
but  is  designated  by  the  general  manager  of  the  water  bureau  and 
of  the  power  bureau,  two  general  managers,  as  chairman  of  a  com- 
mittee on  protection  of  our  properties,  both  the  water  properties  and 
electrical  properties  which  supply  the  city  of  Los  Angeles.  I  would 
prefer  that  he,  if  it  is  agreable  to  you,  be  given  opportunity  to  tell 
you,  as  specifically  as  you  may  desire,  regarding  that. 

The  Chairman.  That  is  perfectly  agreeable  to  the  committee. 

Mr.  Scattergood.  With  respect  to  transmission-line  interruptions, 
the  sabotage  cannot  be  very  serious,  especially  as  we  have  various 
transmission  lines  and  our  sources  of  power  divided  into  five  or  six 
different  sources  and  ability  to  carry  on,  with  one  of  them  lost  to  us. 

Regarding  Boulder,  there  are  two  sources  in  that  respect,  for  the 
reason  that  we  have  transmission  circuits  coming  two  different  ways, 
and  the  power  plant  is  divided  into  two  separate  plants,  one  on  the 
Nevada  side  and  one  on  the  Arizona  side  of  the  river,  with  separate  out- 
let towers,  and  each  plant  with  two  separate  penstock  lines  and  two 
separate  reservoir  outlet  towers.  The  water  could  be  shut  off  at  the 
towers  if  trouble  occurred  in  the  plants,  and  could  be  shut  off  in  the 
plants  if  trouble  occurred  at  the  tower,  so  that  there  wouldn't  be  a 
rush  of  water  doing  damage,  following  anything  that  might  happen. 

The  disturbance  on  a  transmission  line  that  might  occur  could  be 
bypassed,  at  least  temporarily,  with  wooden  poles  and  cables,  un- 
doubtedly, within  a  day's  time.  Of  course,  such  trouble  would  only 
relate  to  one  of  several  transmission  sources  of  power. 

As  to  forest  fires  they  might  prove  to  result  in,  perhaps,  1  to  2  or  3 
days'  outage  of  some  circuit  or  source.  We  have  had  serious  fires  and 
gotten  along  with  only  momentary  outages,  but  had  to  replace  some 
of  the  cable  afterward. 

It  is,  however,  very  important  and  desirable  that  provision  for  fight- 
ing fire  and  ample  provision  for  protection  against  sabotage  be  made. 
We  realize  that,  and  we  will  appreciate  any  suggestion  from  your  com- 
mittee, and  any  assistance  we  may  need,  in  addition  to  what  we  have 
been  able  to  provide  ourselves. 

Of  course,  as  stated  the  other  day,  in  case  of  sabotage  or  the  bombing 
of  an  electrical  generator,  that  is  a  different  story.  It  may  take  6 
months  to  repair  serious  damage  to  one  of  those  machines. 

There,  again,  we  have  many  power  plants  and  several  units  in  each 
power  plant,  but  we  may  need  some  of  your  assistance.  We  will 
appreciate  your  suggestions  and  we  will  undertake  to  follow  them. 

The  Chairman.  Thank  you  very  much. 

(A  statement  prepared  by  Mr.  H.  A.  Van  Norman,  was  marked 
"Exhibit  No.  108"  and  appears  in  the  appendix  on  p.  1938.  A  tabu- 
lation of  reservoir  and  tank  data  was  marked  "Exhibit  No.  109"  and 
is  on  file  with  the  committee.) 

The  Chairman.  I  see  the  mayor  in  the  back  of  the  room.  If  you 
will  come  up,  we  will  be  glad  to  have  you  make  a  statement  for  this 
committee. 

Mr.  Mayor,  the  committee  has  been  in  session  since  10  o'clock,  and  the 
good  judge  who  has  lent  us  this  courtroom  is  opposed  to  gentlemen  and 
ladies  taking  a  smoke  in  the  courtroom.  If  it  won't  cause  you  any 
embarrassment,  we  will  take  a  5-minute  recess  and  give  everybody  a 
chance  to  step  out  into  the  hall. 

Mr.  Bowron.  I  will  help  them  enforce  the  rule. 
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The  Chairman.  We  will  be  back  here  at  11 :  20. 

(The  committee  took  a  5-minute  recess.) 

The  Chairman.  Gentlemen,  the  committee  will  come  to  order. 

Mr.  Mayor,  this  committee  has  started  out  with  the  process  of  swear- 
ing the  witnesses,  so  I  will  have  to  do  it  to  you. 

Do  you  solemnly  swear  to  tell  the  truth,  the  whole  truth,  and  nothing 
but  the  truth,  so  help  you  God  ? 

Mr.  Bowron.  I  do. 

TESTIMONY  OP  FLETCHER  BOWRON,  MAYOR,  LOS  ANGELES,  CALIF. 

The  Chairman.  Mr.  Mayor,  we  were  discussing  at  some  length  with 
the  sheriff  the  situation  as  it  affects  the  protection  of  the  area  from  ac- 
tivities that  might  put  some  of  our  national-defense  plants  out  of 
business.  We  are  particularly  interested  in  the  protection  of  the  Los 
Angeles  water  front,  as  it  affects  the  whole  harbor  and  that  lay-out 
down  there. 

After  looking  it  over  pretty  thoroughly  and  discussing  the  matter 
with  the  naval  authorities  and  with  the  Harbor  Board  of  Long  Beach, 
we  were  left  under  the  impression  that  the  Los  Angeles  section  was  not 
adequately  protected.  We  would  like  to  have  a  statement  from  you  on 
that  subject,  if  you  care  to  make  one,  for  the  protection  of  the  city 
of  Los  Angeles,  for  our  own  information  and  to  clear  up  the  record. 

Mr.  Bowron.  I  think  there  will  be  no  dispute  in  regard  to  that 
matter,  Senator.  We  freely  and  frankly  admit  that  the  harbor  is  not 
adequately  protected. 

The  Chairman.  That  is  the  remedy,  Mr.  Mayor  ? 

Mr.  Bowron.  I  think  that  your  committee  made  a  personal  inspec- 
tion of  the  harbor. 

The  Chairman.  Yes ;  a  very  careful  one. 

Mr.  Bowron.  And  I  believe  that  Lieutenant  Commander  Higbee,  of 
the  Coast  Guard,  probably  took  you  around. 

The  Chairman.  Yes,  he  did. 

Mr.  Bowron.  I  have  from  time  to  time  received  information  from 
Commander  Higbee  and  received  some  of  his  suggestions,  and  I  think 
that  he  is  as  well  informed  as  anyone  I  know  of,  about  the  conditions, 
and  his  ideas  are  practical. 

The  Chairman.  He  struck  me  as  being  very  well  informed  on  the 
subject. 

Mr.  Bowron.  I  don't  know  what  suggestions  or  recommendations 
he  has  made,  but  I  think  the  city  would  be  glad  to  cooperate  in  carrying 
cut  any  recommendations  that  he  would  make.  As  you  probably 
know^  our  police  department  is  hardly  adequate  to  cope  with  that 
situation. 

The  Chairman.  How  large  an  area  do  you  have  here  under  your 
police  protection  of  the  city  of  Los  Angeles  ?    What  is  the  area  ? 

Mr.  Bowron.  It  is  a  very  large  area.  The  exact  area  would  hardly 
indicate  the  many  problems  that  are  connected  with  police  administra- 
tion because  we  have  so  many  different  districts.  We  have  in  excess 
of  450  square  miles — the  largest  city  in  America. 

The  Chairman.  What  is  the  total  number  of  your  police  depart- 
ment ?    How  many  policemen  do  you  have  ? 

Mr.  Bowron.  Approximately  2,500. 
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The  Chairman.  You  have  as  great  an  area  as  the  city  of  New  York 
with  25,000  policemen. 

Mr.  Bowron.  Well,  we  do  not  have  quite  the  population. 

The  Chairman.  That  is  coming,  though,  isn't  it,  Mr.  Mayor?  I 
have  a  Senator  from  New  York  here,  and  I  just  wanted  to  impress  on 
him  the  comparison  between  the  city  of  Los  Angeles  and  the  great 
city  of  New  York. 

Mr.  Bowron.  We  are  not  pressing  New  York  yet,  but  come  out  in 
10  years,  Senator  Mead,  and  we  will  show  you  a  great  city. 

The  Chairman.  To  get  back  to  our  subject,  what  is  the  remedy,  in 
your  opinion,  for  meeting  this  situation  which  everybody,  including 
you,  seems  to  think  is  an  inadequate  one  from  the  protection  stand- 
point ? 

Mr.  Bowron.  Undoubtedly,  we  should  have  more  fire-fighting  equip- 
ment, probably  another  fireboat.  The  city  at  this  time  does  not  have 
funds  to  acquire  the  needed  equipment.  For  normal  times,  we  believe 
that  the  harbor,  in  that  connection,  is  pretty  well  protected. 

The  Chairman.  For  normal  times,  that  probably  would  be  true,  but 
this  is  not  a  normal  situation.  The  only  reason  this  committee  is 
out  here  is  because  the  situation  is  not  normal. 

Mr.  Bowron.  We  believe,  also,  that  the  police  department  should 
establish  a  patrol  system  in  the  inner  harbor.  We  have  been  dis- 
cussing that,  planning  it.  Unless  some  other  plan  should  be  sug- 
gested, that  is  more  practical  as,  for  instance,  the  suggestion  that 
the  Navy  take  over  the  direction  of  the  patroling  and  protecting  of 
the  inner  harbor,  it  is  our  expectation  to  acquire  at  least  three  patrol 
boats. 

The  Chairman.  I  think  the  Navy  will  be  very  happy  to  hear  you 
say  that. 

Mr.  Bowron.  Well,  we  have  discussed  the  matter  with  Captain 
Coffman  and  other  representatives  of  the  Navy,  and  I  think  we  are 
all  agreed  that  that  is  necessary.  We  believe  that  we  should  supply 
a  more  modern  police  and  fire  signal  system  in  the  harbor  area. 

We  believe  that  we  should  have  somewhat  better  coordination  be- 
tween the  guards  in  the  employ  of  our  harbor  department  and  the 
police  department,  so  that  the  guards  may  actually  do  police  work. 
At  the  present  time  they  are  not  armed. 

Then  we  feel  that  there  should  probably  be  more  patrolling  on 
shore  by  our  police  force  at  the  harbor.  We  recognize  what  should  be 
done  but,  at  the  the  same  time,  there  are  limitations  to  what  can  be 
done.  The  city  of  Los  Angeles  has  a  limited  tax  rate,  fixed  by  our 
charter.  During  the  past  10  years — I  don't  like  to  advertise  this 
but  it  is  a  fact — the  assessed  valuation  within  the  city  of  Los  Angeles 
has  decreased  something  over  $600,000,000,  which  has  decreased 

The  Chairman  (interposing).  That  is  true,  Mr.  Mayor,  in  every 
metropolitan  area.     You  are  not  by  yourself. 

Mr.  Bowron.  It  has  decreased  the  maximum  amount  of  our  income 
from  tax  sources,  so  there  is  a  distinct  limitation  as  to  what  can  be 
done  and,  at  the  same  time,  render  the  ordinary  services  to  the  people 
of  the  community.  We  will  be  very  glad  to  cooperate  with  any  of 
the  Federal  or  other  agencies  in  working  out  the  problem,  and  be  sure 
that  we  will  do  all  that  we  can,  within  the  limit  of  our  resources. 


1830       INVESTIGATION  OF  THE  NATIONAL   DEFENSE  PROGRAM 

Senator  Mead.  Mr.  Mayor,  we  appreciate  the  proposed  plan  you 
have  for  the  future,  which  entails  better  harbor  protection  and  better 
plant  protection,  but  there  are  requests  pending  before  a  number  of 
Government  agencies  for  the  expansion  of  their  present  facilities, 
which  will  entail  the  expenditure  of  millions  of  dollars  here  in  the 
harbor  of  Los  Angeles  and  in  the  approximate  vicinity  of  Los 
Angeles. 

Having  one  specific  case  in  mind,  and  that  pertains  to  one  of  your 
shipyards  which  now  has  about  10  or  12  ways,  it  is  my  understanding 
that  an  agency  in  Washington  is  recommending  that  it  be  expanded 
by  adding  6  or  8'  additional  ways,  which  will  mean  the  expenditure  of 
millions  of  dollars. 

In  the  vicinity  of  this  plant  there  seems  to  be  a  regular  blackout 
at  night.  There  are  a  number  of  lumberyards  and  plants  where  there 
is  inadequate  protection.  We  get  this  information  from  Government 
sources.  It  will  be  rather  dangerous  for  the  Goverment — perhaps 
it  will  be  recommended  to  the  Government  that  it  not  be  done — to  in- 
crease by  millions  their  expenditure  here  until  such  time  as  this  pro- 
posed plan  which  you  have  in  mind,  of  adequate  protection,  is  really 
an  accomplished  fact. 

Surely,  if  the  Government  will  appropriate  millions  of  dollars  for 
needed  facilities,  and  if  out  of  that  appropriation  will  come  the  cost  of 
plant  protection,  plant  policing,  that  should  be  augmented  by  a  system 
of  adequate  protection  provided  by  the  locality,  and  it  hadn't  ought 
to  be  in  the  future.  It  ought  to  be  forthcoming  immediately,  with  the 
expansion. 

We  were  told  by  authoritative  Government  sources  that  the  Los 
Angeles  Harbor  was  inadequately  patrolled,  that  it  was  a  danger  spot, 
and  that  the  harbor  presented  one  case  of  adequate  protection  on  one 
side  of  the  harbor  and,  immediately  across  the  harbor,  a  very  danger- 
ous case  of  inadequate  protection.  All  that  it  requires,  we  are  told, 
is  adequate  lighting  facilities,  several  small  police  boats  that  will 
patrol  the  harbor  at  night,  and  two  or  three  scout  cars  that  will  cover 
the  shore  line  in  the  evening  or  throughout  the  night.  That  doesn't 
seem  to  be  a  very  heavy  expenditure  of  money. 

As  a  said  to  the  sheriff,  a  real  defense  board,  with  authority  to 
check  up  these  plants,  to  insist  that  they  cooperate  and  coordinate 
in  the  defense  effort,  augmented  by  a  few  police  cars  and  a  few  patrol 
boats,  would  do  a  fine  job.  That  hadn't  ought  to  be  in  the  future. 
We  want  to  see  this  giant,  expansive  defense  program  go  ahead  now, 
but  we  would  like  to  have  it  go  ahead  where  the  protection  would  be 
instant.     Don't  you  think  that  could  be  provided  without  delay? 

Mr.  Boweon.  Senator,  to  the  extent  you  have  indicated,  I  can  give 
you  reasonable  assurance  that  that  will  be  done.  That  is  our  present 
intention,  doing  that  just  as  soon  as  we  can  find  the  necessary  boats 
and  man  them.     That  can  be  done  forthwith. 

But  there  has  been  some  discussion  of  the  possibility  of  the  Navy 
going  ahead  and  assuming  to  take  charge  of  the  protection  in  the  inner 
harbor.  Just  as  soon  as  we  are  told  that  that  program  will  not  go  for- 
ward, we  will  go  ahead.     I  can  give  you  assurance  of  that. 

Senator  Mead.  Have  you  a  fire  boat  now  in  the  harbor  ? 

Mr.  Boweon.  Oh,  yes ;  we  have  two  of  them. 

Senator  Mead.  You  have  two  of  them? 
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Mr.  Bowron.  One  quite  large. 

Senator  Mead.  Have  you  a  police  boat,  or  more? 

Mr.  Bowron.  No;  there  has  been  a  boat  that  has  been  operated 
jointly  by  the  police  and  fire  departments,  but  it  is  too  large.  We  need 
a  small  scow  to  get  around. 

Relative  to  the  subject  of  lighting,  that  is  being  taken  care  of  and 
will  be  done  under  the  direction  of  our  harbor  department. 

Senator  Mead.  What  about  checking  these  various  plants  and  lumber 
yards  to  ascertain  whether  or  not  they  are  cooperating,  to  find  out 
whether  their  protection  is  adequate  ? 

Mr.  Bowron.  That  is  being  done. 

Senator  Mead.  We  were  told  that  there  was  one  rather  large  lumber 
yard  out  there  with  just  one  night  watchman  covering  some  43  acres. 
If  that  plant  was  checked,  it  would  be  determined,  I  think,  immediately 
that  that  was  inadequately  protected.  So,  it  occurs  to  me  that  a  great 
deal  can  be  done  without  a  large  outlay  of  public  funds,  providing  we 
had  some  coordinating  authority,  including  not  only  the  city  of  Los 
Angeles  but  the  county  and  the  other  municipalities  that  would  really 
tackle  the  job  with  authority  and  follow  it  up  and  check  these  plants 
and  keep  rechecking  them,  until  such  time  as  we  are  sure  that  every 
weak  spot  has  been  strengthened  as  much  as  possible. 

Senator  Wallgren.  I  would  like  to  say,  Mr.  Mayor,  the  request  has 
gone  ahead  to  Washington  that  the  Navy  Department  be  permitted 
to  place  that  inner  port  in  the  sea-defense  area.  Talking  the  matter 
over  yesterday  with  Admiral  Blakeley,  he  mentioned  that  fact. 

The  Chairman.  That  still  doesn't  relieve  the  city  of  police  protection. 
The  city  would  still  have  to  provide  the  police  protection  for  the 
harbor,  even  if  the  Navy  takes  it  over  as  a  naval  responsibility,  so  far 
as  the  harbor  is  concerned.  The  policing  of  the  harbor  will  have  to  be 
done  by  the  city  of  Los  Angeles.  So  you  still  have  to  furnish  those 
patrol  boats  and  necessary  patrol  cars  if  you  are  going  to  adequately 
police  that  section  down  there. 

Mr.  Bowron.  Well,  I  can  give  you  reasonable  assurance  that  that 
will  be  done.  It  was  rather  my  understanding  that,  so  far  as  the 
patrolling  in  the  harbor  area,  other  than  on  shore,  that  would  be 
done  by  the  Navy,  but  if  that 

Senator  Wallgren  (interposing).  Anyway,  you  can  work  out  ^ 
system  in  cooperation  with  the  Navy.  It  will  be  far  better  than 
what  you  have  done. 

Mr.  Bowron.  We  will  work  with  the  Coast  Guard,  Navy,  or  any 
other  agency. 

The  Chairman.  Any  questions? 

Senator  Mead.  No.  I  feel  very  serious  about  this  situation,  Mr. 
Mayor.  I  know  that  we  need  the  defense  production  that  can  be 
provided  by  your  present  plant  and  by  your  expanded  plant.  I  feel 
so  serious  about  it  that  I  may  be  constrained  to  bring  the  matter  to 
the  attention  of  the  agencies  in  charge  in  Washington  and  to  make 
some  suggestions  to  them  that  would  not  put  this  matter  off  or  plan 
it  on  a  future  time  when  you  would  be  satisfied  that  the  Navy 
wouldn't  do  it,  and  the  Navy  would  be  satisfied  you  wouldn't  do  it. 

I  feel  that,  as  an  individual  or  as  a  member  of  the  Senate,  in  addi- 
tion to  my  membership  on  this  committee,  this  is  a  very  serious 
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threat,  and  something  should  be  done.  I  don't  know  just  what  ac- 
tion I  will  take,  but  it  strikes  me  as  something  that  needs  immediate 
attention. 

I  don't  go  along  with  the  idea  that  something  is  going  to  be  done 
based  upon  this  or  based  upon  that  action  by  any  other  agency. 
There  is  a  responsibility  that  rests  with  the  locality.  Unless  that 
is  done,  and  done  immediately,  then  I  think  I  should  hesitate  to  ex- 
pand the  facilities  in  this  area  until  decided  action  was  taken. 

The  Chairman.  The  committee  would  have  to  recommend  that  no 
further  expansion  be  made  here  by  the  Federal  Government  unless 
that  situation  is  met,  because  it  would  be  perfectly  foolish  for  us  to 
recommend  to  the  Federal  Government  that  they  invest  further  bil- 
lions in  this  neighborhood,  if  there  is  a  possibility  that  it  is  going 
to  go  up  in  smoke  or  in  explosion  because  it  is  not  adequately  pro- 
tected. That  is  a  very  dangerous  situation  down  there.  I  don't 
think  it  could  be  much  worse. 

Senator  Mead.  The  Federal  Government  has  made  a  mistake,  in 
my  judgment,  in  withdrawing  C.  C.  C.  protection.  That  is  a  matter 
which  the  Federal  Government  has  a  duty  to  continue.  But  this 
question  of  the  protection  of  plants  and  facilities  in  the  harbor  is 
another  matter  altogether. 

When  we  are  providing  in  one  airplane  industry  a  sufficient  amount 
of  money  for  the  appointment  of  a  police  force  of  500,  all  of  which 
comes  out  of  the  Federal  Treasury,  then  there  is  some  need  for  coop- 
eration on  the  outside  that  will  show  an  appreciation  of  that  ex- 
penditure. 

Mr.  Bowron.  We  appreciate  the  expenditure  but  we  have  a  prac- 
tical problem,  because  the  expediture  doesn't  increase  the  income  of 
the  city.  The  entire  income  of  the  city  is  necessary  to  provide  nor- 
mal services.  We  will  go  just  as  far  as  we  have  money  to  pay  for 
it  and  will  be  glad  to  do  it,  but  you  can't  expect  the  impossible,  beyond 
the  practical  administration. 

Senator  Wallgren.  The  defense  program  does  bring  in,  you  might 
say,  added  revenue  to  the  city. 

Mr.  Bowron.  To  the  community  but  not  to  the  city.  You  see,  our 
principal  income  is  from  tax  sources,  and  that  is  based  upon  assessed 
valuation  of  property.  We  have  not  had  an  increase  in  assessments ; 
rather,  a  decrease. 

Senator  Wallgren.  Are  these  plants  on  your  tax  rolls  ? 

Mr.  Bowron.  Not  during  the  current  fiscal  year. 

Senator  Wallgren.  I  see. 

Mr.  Bowron.  But  I  can  assure  you,  gentlemen,  that  the  city  will 
spend  all  of  its  money,  all  that  it  has  available,  to  provide  adequate 
protection  at  the  harbor. 

The  Chairman.  Thank  you,  Mr.  Mayor.     That  is  all. 

We  took  the  statement  of  one  of  your  engineers  and  put  in  the 
record,  Mr.  Scattergood,  and  you  said  you  had  another  engineer 
here  who  was  desirous  of  making  a  statement  for  the  record.  Is  he 
here? 

Mr.  Scattergood.  I  understood,  Mr.  Chairman,  that  you  preferred 
that  that  outline  of  our  system  be  handed  to  your  committee  and  not 
put  in  the  record. 

The  Chairman.  That  is  right. 

Mr.  Scattergood.  And  I  think  you  are  right  about  it. 
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The  Chairman.  That  would  be  confidential. 

Mr.  Scattergood.  The  other  statement  I  spoke  of  was  regarding 
our  guarding,  by  Major  Kobertson. 

The  Chairman.  If  you  will  hand  us  that  statement  of  yours  we  will 
see  that  it  is  adequately  taken  care  of,  but  I  don't  think  it  should  be 
made  a  matter  of  record. 

Mr.  Scattergood.  That  is  quite  right. 

TESTIMONY  OF  E.  F.  SCATTERGOOD,  ADVISORY  ENGINEER,  BU- 
REAU* OF  POWER  AND  LIGHT,  DEPARTMENT  OF  WATER  AND 
POWER,  LOS  ANGELES,  CALIF.— Resumed 

Mr.  Scattergood.  I  do  want  to  say  this  to  you,  as  I  said  the  other 
day :  We  have  an  ample  power  supply.  We  are  offering  large  blocks 
of  power  in  this  southern  California  community  for  basic  industries. 

Senator  Wallgren.  At  what  rate  are  you  offering  that  power  ? 

Mr.  Scattergood.  It  depends  on  the  location.  Right  here  in  the 
city  it  is  3  mills  per  kilowatt-hour.  At  Boulder  or  up  in  the  Owens 
Valley  it  would  be  considerably  less,  nearer  the  power  plant. 

Senator  Mead.  Mr.  Scattergood,  what  is  the  rate  you  charge  for 
residences  here  in  the  city  of  Los  Angeles  ? 

Mr.  Scattergood.  The  base  rate  is  approximately  4  cents,  and,  after 
the  first  block  of  approximately  30  kilowatts,  if  I  remember  correctly, 
it  drops  to  2y2  cents,  and  then  to  2,  and  to  seven-tenths  of  a  cent  for 
water  heating  in  residences. 

Senator  Mead.  That  is  a  very  low  rate.  I  have  always  understood 
that  it  was  an  exemplary  system.  Much  of  the  credit,  I  believe,  goes 
directly  to  you.  If  we  could  get  the  kind  of  protection  now  from 
the  Police  Department  and  the  police  force  of  Los  Angeles  that  would 
compare  with  the  brand  of  service  that  you  produce  and  give  to  the 
people,  this  would  be  one  of  the  most  attractive  areas,  from  the 
national-defense  standpoint,  that  we  have.  The  sheriff  is  doing  a 
fine  job  in  the  county,  but  there  is  a  little  weakness  out  here  in  the 
harbor. 

Mr.  Scattergood.  I  am  sure  that,  after  your  pointing  this  out  as 
you  have,  it  is  appreciated  by  the  mayor  and  all  of  us,  and  that  it 
will  be  done,  unquestionably. 

Senator  Mead.  And  you  see  to  it  that  a  little  of  that  juice  that 
you  produce  is  used  out  there  on  the  harbor  and  around  those  plants 
and  lumber  yards. 

Senator  Wallgren.  Out  at  the  docks. 

Mr.  Scattergood.  In  lighting  them  ? 

Senator  Mead.  Yes. 

Mr.  Scattergood.  All  right,  sir.     I  will  certainly  do  it. 

Senator  Wallgren.  You  will  get  a  little  business  there. 

Mr.  Scattergood.  Thank  you. 

The  Chairman.  Mr.  Kelley,  did  you  have  something  further  you 
wanted  to  put  in  the  record?  We  have  made  a  record  for  you  I 
think  that  is  adequate,1  and  the  committee  doesn't  need  to  be  con- 
vinced any  further.  If  you  have  a  statement  prepared  that  you 
would  like  to  put  in  the  record 

1  See  supra,  pp.  1790-1791,  for  Mr.  Kelley's  previous  testimony. 
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Mr.  Kelley.  It  will  only  take  a  few  minutes. 

Senator  Mead.  You  are  only  taking  a  chance  on  spoiling  a  good 
case.     We  are  all  for  you. 
Mr.  Kelley.  Maybe  not. 

TESTIMONY  OP  GEOKGE  L.  KELLEY,  PASADENA,  CALIF.— Resumed 

Mr.  Kelly.  I  do  feel  that  what  we  have  presented  so  far  has  met 
with  the  approval  of  both  Senator  Wallgren  and  Senator  Mead, 
and  we  appreciate  it  thoroughly  but 

Senator  Mead.  And  the  chairman  joins  us  tn  it.  We  feel  the 
Government  is  deserving  of  criticism  in  taking  the  C.  C.  C.  outfit  out 
of  a  very  strategic  location. 

Mr.  Kelley.  My  only  reason  for  coming  over  to  see  Senator  Wall- 
gren last  Thursday  was  that  we  had  an  immediate  problem  there. 
We  learned  that  the  camp  was  going  out  on  the  15th,  and  we  wanted 
to  head  that  off. 

Senator  Wallgren.  Have  you  heard  anything  about  it  recently  ? 

Mr.  Kelley.  The  camp  has  simply  been  moved  up  to  Dalton.  We 
have  arranged  to  hold  the  equipment  here  so  it  can  be  immediately 
moved.  It  is  only  a  matter  of  moving  out  of  one  house  into  another 
one. 

Senator  Wallgren.  We  will  do  what  we  can  to  help  you. 

Mr.  Kelley.  The  only  thing  I  want  to  add  to  it  is  in  1934  we  had  a 
fire,  followed  by  a  flood  in  1938,  that  caused  at  least  $6,000,000  damage 
in  that  one  little  canyon.     That  is  where  the  power  line  comes  through. 

There  is  $1,170,000  going  into  the  Upper  Arroyo  Seco  as  the  first 
fire-prevention  area  in  the  United  States.  The  work  that  goes  in 
there  is  going  to  be  spread  all  along  our  mountainside  up  there.  It  is 
going  into  San  Gabriel  next.  That  was  Mr.  Wallace's,  Secretary 
Wallace's  pet  plan  when  he  was  Secretary.  It  is  to  follow  up  to  San 
Bernardino.  This  one  little  point,  strategic  point,  is  the  crux  of  the 
whole  thing.  That  is  where  the  power  line  comes  in.  Your  airplane 
plant  and  everything  else  isn't  worth  a  hoot — — 

Senator  Wallgren  (interposing).  That  is  where  they  are  taking 
the  camp  out 

Mr.  Kelley.  They  are  not  worth  a  hoot. 

Senator  Wallgren.  How  many  men  did  you  have  in  the  camp  ? 

Mr.  Kelley.  They  only  had  60  at  the  last  minute.  It  carries  195, 
and  we  had  200  men  on  the  15th  ready  to  go  in  there  immediately. 
They  could  have  gone  in  that  day. 

The  Chairman.  You  don't  have  to  sell  this  committee  any  further. 

The  committee  will  recess  until  2  o'clock  when  it  will  hear  naval 
witnesses. 

(Whereupon,  at  11:  50  a.  m..  the  committee  recessed  until  2  p.  m., 
Thursday,  August  21,  1941.) 

afternoon  session 

The  committee  met  at  2  p.  m.,  pursuant  to  noon  recess,  in  courtroom 
No.  8,  United  States  Courthouse,  Senator  Harry  S.  Truman  presiding. 
The  Chairman.  The  committee  will  come  to  order. 
Admiral  Blakely,  I  believe  you  will  be  the  first  witness. 
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Do  you  solemnly  swear  to  tell  the  truth,  the  whole  truth,  and  nothing 
but  the  truth,  so  help  you  God  ? 
Rear  Admiral  Blakely.  I  do. 

TESTIMONY  OF  REAR  ADMIRAL  CHARLES  A.  BLAKELY,  UNITED 
STATES  NAVY,  COMMANDANT,  ELEVENTH  NAVAL  DISTRICT, 
SAN  DIEGO,  CALIF. 

QUESTION  OF  ADEQUATE  PROTECTION  FOR  THE  LOS  ANGELES   HARBOR   AREA 

The  Chairman.  If  you  will  just  have  that  seat  and  give  the  reporter 
your  full  name  and  rank  and  connections  here,  I  will  appreciate  it. 

Rear  Admiral  Blakely.  Charles  A.  Blakely,  rear  admiral,  United 
States  Navy,  commandant,  eleventh  naval  district. 

The  Chairman.  Admiral,  we  are  particularly  interested  in  this  de- 
fense area  here,  particularly  the  Los  Angeles  Harbor  area.  Just  what 
authority  does  the  Navy  have  in  that  set-up  now,  with  regard  to  po- 
licing it  ? 

Rear  Admiral  Blakely.  The  Navy  has  no  authority  on  the  inner 
harbor.  We  have  a  Presidential  defense  order  covering  the  outer 
harbor,  and  that  was  particularly  for  the  defense  of  ships  at  anchorage 
and  Navy  property  in  that  area. 

The  Chairman.  There  is  nothing  you  can  do,  then,  for  the  protec- 
tion of  the  inner  harbor  under  present  conditions  ? 

Rear  Admiral  Blakely.  Not  under  present  conditions. 

The  Chairman.  And  do  it  legally?  If  that  were  made  a  naval- 
defense  area,  what,  then,  would  be  your  authority? 

Rear  Admiral  Blakely.  We  have  recently  been  called  upon  to  com- 
ment on  an  order,  sent  out  from  Washington,  an  Executive  order  to  be 
issued  by  the  President,  that  would  give  general  authority  covering 
the  water  front  in  the  inner  harbor. 

The  authorities  delegated  are  general,  but  the  last  paragraph  of  that 
prospective  order  calls  upon  all  of  the  civil  authorities  to  lend  all 
practicable  assistance  to  the  Navy  in  protecting  that  area. 

The  Chairman.  It  would  still  be  necessary,  then,  even  if  you  had 
all  that  authority,  for  the  local  authorities  to  do  their  customary  and 
regular  police  duty? 

Rear  Admiral  Blz\kely.  I  would  expect  that  100  percent.  I  would 
say  that  if  that  order  came  into  my  hands,  I  would  immediately  re- 
quire the  assistant  commandant  to  call  a  meeting  of  all  the  oil  people 
and  all  people  represented  in  that  area,  with  the  idea  that  we  would 
go  to  the  meeting  with  certain  requirements,  in  the  hope  that  they 
would  mutually  agree  to  the  propriety  of  these  requirements,  or,  if 
they  were  not  proper,  that  they  would  help  us  in  getting  the  proper 
requirements  for  the  handling  of  gasoline,  oil,  and  inflammables,  so 
that  we  would  have  a  mutual  understanding  and  mutual  cooperation 
in  this  project. 

Now,  if  one  out  of  the  hundred  didn't  cooperate,  didn't  want  to 
cooperate,  then  we  could  control  him  by  not  permitting  ships  to  go 
to  that  pier,  or  to  deny  him  access  to  the  water.  Of  course,  we  would 
then  have  to  take  means  to  see  that  any  property  that  he  might  have, 
that  would  be  a  menace,  was  removed  from  the  water  front. 
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We  are  very  much  interested  in  that  area  because  the  Roosevelt 
Base  and  the  shipbuilding  concerns  that  are  working  on  Navy  property 
and,  of  course,  the  oil  itself  and  the  gas 

Senator  Wallgren  (interposing).  What  type  of  policing  would  you 
do,  Admiral,  as  far  as  the  docks  themselves  were  concerned? 

Read  Admiral  Blakely.  Well,  we  would  have  to  work  that  out 
through  Captain  Bennett  of  the  Coast  Guard.  I  can't  give  you  in 
detail  now  all  the  things  that  would  be  required. 

Senator  Wallgren.  Are  there  any  ports  that  you  know  of  that  com- 
pare with  this  one,  that  have  been  handling 

Rear  Admiral  Blakely  (interposing).  I  don't  know  of  any  port  in 
the  world  that  is  similar  in  all  essentials  to  this  port  here,  that  is  when 
you  consider  that  oil  is  pumped  out  of  the  ground  or  alongside  the 
harbor,  and  that  it  is  stored  almost  throughout  the  length  of  the  water 
front  in  large  tanks  and  in  large  quantities.  That  is  unnecessary,  in 
my  opinion.  I  think  that  the  oil  companies  agree  that  that  is,  and 
that  it  can  be  obviated.  An  accident,  you  know,  can  do  as  much 
damage  as  a  saboteur. 

If  we  remove  those,  or  empty  the  tanks  around  the  water  front, 
particularly  those  that  have  no  drainage  sumps  around  them,  and 
require  them  to  empty  the  pipe  lines  of  gasoline,  after  an  oiling,  we 
will  then  have  obviated  90  percent  of  the  danger  to  that  harbor. 

Senator  Wallgren.  Would  the  Navy  be  in  a  position  to  direct  that 
piers  be  lighted  and  afford  protection  in  that  manner  ? 

Rear  Admiral  Blakely.  I  don't  know  whether  they  would  or  not, 
but  I  am  inclined  to  believe  that  I  would  do  it  in  cooperation  with  the 
other  authorities.  I  know  that  all  of  us  together  have  all  the  requisite 
authority.  Whether  I  would  have  all  that  authority  myself  or  not, 
I  don't  know.  But  the  sheriff  and  the  mayor  and  the  civil  authorities 
and  Captain  Bennett  and  his  crowd,  combined  with  the  Navy,  will 
have  100  percent  authority  down  there,  if  the  President  issues  that 
order,  and  I  think  we  would  agree  that  we  had  that.  The  companies 
are  very  much  interested  in  this  proposition,  too,  and  I  believe  they 
would  cooperate. 

Senator  Mead.  For  the  record,  Admiral,  what  would  you  say  about 
the  protection  in  the  harbor  now  ? 

Rear  Admiral  Blakely.  Well,  I  don't  know  that  I  could  say  any- 
thing particularly.  I  believe  Captain  Bennett  of  the  Coast  Guard 
could  give  you  more  pertinent  information  than  I  can. 

Senator  Mead.  If  there  are  any  hazards  there  that  menace  the  naval 
interests,  what  power  have  you  to  remove  those  hazards  ? 

Rear  Admiral  Blakely.  I  haven't  any  at  present.  I  can  keep  the 
crowd  from  coming  aboard,  from  coming  on  the  reservation,  but  I 
have  no  authority  over  a  gas  tank  that  is  15  feet  outside  the  fence. 
I  have  asked  the  President  to  include  in  the  boundaries  of  this  harbor 
the  limits  up  to  the  mean  high  watermark.  Of  course,  I  don't  know 
what  good  that  is  going  to  do  us,  but  I  know  in  questions  of  law  some- 
times that  is  considered  to  run  some  distance  back  from  the  pierhead, 
and  it  may  be  a  loophole  for  us  to  use  a  little  authority.  It  is  not  my 
intention  to  go  out  there  and  start  using  authority.  I  would  try, 
first  of  all,  to  get  cooperation. 

Senator  Mead.  What  about  the  investigation  of  what  might  be 
termed  suspicious  persons  outside  of  the  naval  reservations  and  in 
that  vicinity  ? 
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Rear  Admiral  Blakely.  Well,  that,  I  should  say,  should  be  han- 
dled by  the  police  and  the  sheriff's  office. 

Senator  Mead.  And  unless  and  except  that  they  are  actually  on 
the  reservation,  you  have  nothing  to  do  with  them  ? 

Rear  Admiral  Blakely.  I  wouldn't  have  anything  to  do  with  them. 
We  now  have  some  guards  on  the  bridge  but  they  are  deputy  sheriffs. 
I  don't  know  whether  they  have  actually  been  sworn  in  yet  or  not  but 
they  are  to  cooperate  with  the  sheriff's  office. 

Senator  Mead.  Who  do  these  guards  work  for?     Who  pays  them? 

Eear  Admiral  Blakely.  Well,  the  Navy  will  pay  them. 

Senator  Mead.  They  are  enlisted  men  ? 

Rear  Admiral  Blakely.  No  ;  they  are  guards  employed  for  the  pur- 
pose of  guarding  the  bridge. 

Senator  Mead.  Civilians  that  you  employ  for  this  particular  pur- 
pose? 

Rear  Admiral  Blakely.  Yes,  sir. 

Senator  Mead.  The  bridge,  of  course,  is  outside  the  property  of  the 
Government. 

Rear  Admiral  Blakely.  It  is  outside.  It  leads  over  to  Terminal 
Island,  and  over  the  bridge  all  traffic  goes. 

Senator  Mead.  So,  the  guarding  of  the  bridge  is  of  benefit  to  all 
concerned  out  there,  and  yet  the  Navy  is  putting  these  guards  to 
work  and  paying  for  them  ? 

Rear  Admiral  Blakely.  It  is  the  only  source  of  supply.  We  tried 
every  way  possible  to  get  guards  for  the  bridge  but  nobody  would 
provide  them. 

Senator  Mead.  The  guards  are  essentially  necessary  but  the  local 
government,  the  local  authorities  would  not  provide  them? 

Rear  Admiral  Blakely.  They  could  not  or  would  not.  As  a  mat- 
ter of  forethought,  foresight,  we  did  it. 

Senator  Mead.  Which  indicates  that  you  have  gone  as  far  as  pos- 
sible in  providing  proper  protection. 

Rear  Admiral  Blakely.  And  by  seeing  that  their  (the  guards) 
authority  spring  from  the  civil  rather  than  the  military  source.  I 
think  it  is  much  easier  to  handle  it  that  way  and  much  better. 

The  Chairman.  Admiral,  have  you  any  remarks  you  want  to 
make  on  the  housing  problem?  We  are  going  to  hear  Captain 
Mathews  on  that,  but  if  you  have  any  remarks  you  want  to  make 
on  it,  we  will  be  glad  to  hear  from  you. 

Rear  Admiral  Blakely.  No;  I  haven't  anything  that  would  be  of 
benefit,  in  view  of  the  fact  that  Captain  Mathews  is  going  to  give 
us  all  the  details. 

The  Chairman.  Thank  you  very  much,  Admiral. 

Captain  Bennett,  do  you  solemnly  swear  to  tell  the  truth,  the  whole 
truth,  and  nothing  but  the  truth,  so  help  you  God  ? 

Captain  Bennett.  I  do. 

TESTIMONY   OF   CAPT.   L.    L.   BENNETT,    UNITED   STATES   COAST 
GUARD,  COMMANDER,  LOS  ANGELES  DISTRICT  COAST  GUARD 

The  Chairman.  Captain,  if  you  will  give  your  name,  rank,  and 
authority  to  the  reporter,  I  will  appreciate  it. 

Captain  Bennett.  Yes,  sir;  Louis  L.  Bennett,  captain,  United 
States  Coast  Guard,  commander,  Los  Angeles  District  Coast  Guard. 
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The  Chairman.  Captain,  you  are  in  command  of  the  Coast  Guard 
at  the  Los  Angeles  Harbor? 

Captain  Bennett.  Yes,  sir;  from  the  mouth  of  the  Santa  Maria 
River  to  the  Mexican  border. 

The  Chairman.  Will  you  give  the  committee  a  description  of  the 
Los  Angeles  Harbor,  for  the  record? 

Captain  Bennett.  A  description  of  the  harbor? 

The  Chairman.  Yes,  sir;  and  the  authority  of  the  Coast  Guard 
in  regard  to  its  safety. 

Captain  Bennett.  Well,  briefly,  the  Los  Angeles  Harbor  includes 
anchorage  inside  of  the  outside  breakwater  and  a  waterway  that  has 
two  or  three  branches,  the  main  one  being  the  Cerritos  Channel  which 
separates  Terminal  Island  from  the  mainland. 

There  are  various  basins,  known  as  the  West  Basin,  the  Watchorn 
Basin,  and  estuaries,  you  might  call  them.  The  place  is  almost  com- 
pletely covered  by  docks,  shipyards,  loading  terminals.  Most  of  it  is 
controlled  by  the  Board  of  Harbor  Commissioners,  which  is  the  func- 
tion set  up,  I  believe,  by  the  State.  I  think  that  the  city  has  no  au- 
thority in  that  regard.    I  think  they  exercise  paramount  jurisdiction. 

The  Chairman.  Was  this  harbor  carefully  planned  when  it  was 
laid  out? 

Captain  Bennett.  I  don't  believe  that  I  am  competent  to  answer 
that. 

The  Chairman.  I  was  informed  yesterday  that  the  harbor  just  grew, 
sort  of  like  Topsy,  that  there  was  no  plan.  . 

Captain  Bennett.  There  are  some  indications  of  that ;  yes,  sir. 

I  think  you  asked  the  question,  also,  the  second  half  of  your  first 
question,  about  the  authority  of  the  Coast  Guard. 

The  Chairman.  That  is  right.  I  would  like  to  have  the  authority 
of  the  Coast  Guard  for  policing  purposes. 

Captain  Bennett.  You  are  mainly  concerned  with  this  harbor  ? 

The  Chairman.  Yes,  sir. 

Captain  Bennett.  It  arises  from  three  different  sources.  The  law 
gives  the  Coast  Guard  the  authority  to  enforce  all  Federal  laws  on  the 
high  seas  and  navigable  waters  of  the  United  States  which,  of  course, 
includes  the  harbors. 

The  second  authority,  as  far  as  harbors  is  concerned,  is  the  control 
of  the  anchorages.  The  allocation  of  anchorages  and  the  definition  of 
their  limits  is  a  function  of  the  Secretary  of  War.  He  establishes 
rules,  which  he  has  done  for  Los  Angeles  Harbor,  for  the  outside  an- 
chorages— those  are  the  ones  immediately  inside  the  breakwater — and 
he  calls  upon  the  Coast  Guard  to  enforce  them,  just  as  we  enforce  laws 
for  almost  all  of  the  other  Federal  departments.  That  is  only,  how- 
ever, in  regard  to  those  anchorages. 

The  third,  the  part  of  the  law  which  gives  us  control  over  the  move- 
ments of  all  merchant  vessels  in  the  harbor,  whether  they  are  in  the 
anchorages  or  in  the  inside  channels,  is  the  Espionage  Act  of  1917, 
which  the  President  reinvoked  about  a  year  or  so  ago. 

Under  that  he  is  authorized  to  turn  over  the  control  of  harbors 
to  the  Secretary  of  the  Treasury,  and  he  in  turn  designates  the 
Coast  Guard  as  the  enforcement  agency.  That  gives  us  the  power 
to  regulate  movements  of  all  merchant  shipping  that  is  in  the  har- 
bors, to  require  them  to  take  certain  anchorages,  when  we  think 
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that  the  safety  of  the  harbor  is  endangered;  if  they  don't  do  it, 
to  stop  their  loading  at  the  docks  and  make  them  leave  the  dock 
and  anchor  outside;  to  remove  from  any  vessel  any  person  whom 
we  do  not  believe  should  be  on  board,  and  to  enforce  all  the  other 
things,  minor  laws  like  the  Oil  Pollution  Act,  and  things  of  that 
kind. 

The  Chairman-  That  is,  you  are  the  enforcement  agency  for  all 
the  Federal  laws  affecting  harbors? 

Captain  Bennett.  Yes,  sir.  Particularly  under  this  Espionage 
Act,  we  have  additional  authority  that  is  rather  sweeping,  that 
gives  us  complete  control  over  any  merchant  shipping,  foreign  and 
domestic. 

The  Chairman.  How  far  inland  does  that  authority  extend? 

Captain  Bennett.  As  far  as  the  navigable  waters  go. 

The  Chairman.  You  have  no  authority  on  the  land  itself? 

Captain  Bennett.  No,  sir.  The  only  time  that  the  Coast  Guard 
can  function  on  land  is  in  the  case  of  a  violation  of  the  customs 
laws,  which  is  initiated  on  the  water,  and  those  committing  the 
violation  escape  to  shore,  whereupon  they  can  be  pursued.  But 
that  is  the  only  case.     We  have  no  authority  on  the  land. 

Senator  Wallgren.  I  think,  Captain,  you  might  describe  the 
seriousness  of  the  situation  down  there,  as  far  as  the  port  is  con- 
cerned. 

Captain  Bennett.  We  believe  that,  considering  the  importance  of. 
the  port  and  the  manner  in  which  the  lumber  yards  and  oiling 
plants,  various  industrial  places  like  shipyards,  overhaul  plants,  are 
grouped  together,  a  fire  in  one  of  them,  under  average  weather  con- 
ditions, would  spread  rather  rapidly.  We  believe  that  there  is  good 
reason  for  considering  the  element  of  sabotage.  We  think  that  it 
is  possible.  For  that  reason,  we  maintain  a  patrol  of  the  harbor  and 
have  been  doing  it  for  2  years.  We  have  7  boats  on  that  duty  now. 
We  will  have  2  more  in  about  2  days.  We  will  get  delivery  of 
3  new  Coast  Guard  patrol  boats  in  December.  I  want  to  bring 
the  total  patrol  force  in  the  harbor  up  to  15  boats.  Those  boats 
vary  in  size  from  80  feet  in  length  to  35  feet  and  carry  from  4  to  8 
men.     They  are  on  continuous  duty  in  the  harbor,  day  and  night. 

Senator  Mead.  They  don't  carry  any  fire-fighting  equipment,  do 
they  ? 

Captain  Bennett.  No,  sir.  The  only  fire-fighting  equipment  they 
carry  is  to  put  out  fires  on  board,  gasoline  fires — foam  type  extin- 
guisher and  the  regular  standard  equipment  that  all  of  our  small 
craft  carry. 

Senator  Mead.  They  will  patrol  the  harbor  and,  if  they  discover 
anything  wrong,  fire  or  anything  like  that,  sound  the  alarm  and  call 
for  help  ? 

Captain  Bennett.  Yes,  sir.  They  are  equipped  with  radio-tele- 
phone.    All  of  them  are  in  constant  communication  with  our  station. 

Senator  Mead.  If  sometime  in  the  future,  during  the  course  of  this 
emergency,  the  city  of  Los  Angeles  decides  to  put  on  some  addi- 
tional fire-fighting  and  police-patrolling  equipment,  you  will  be  in 
touch  with  them  so  as  to  bring  them  to  the  spot  or  the  site  of  the 
difficulty? 

Captain  Bennett.  Yes,  sir. 
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Senator  Mead.  But  right  now  you  probably  have  a  difficult  time 
finding  the  Los  Angeles  patrol  boat. 

Captain  Bennett.  You  mean  the  fire  patrol  boat? 

Senator  Mead.  No,  the  police  patrol  boat. 

Captain  Bennett.  I  don't  believe  it  has  been  operating  for  some 
time. 

Senator  Mead.  That  would  make  it  more  difficult. 

Captain  Bennett.  Yes,  sir. 

I  might  say  that  we  have  suggested  to  the  city  authorities,  for 
the  enforcement  of  their  own  civil  laws,  that  is  during  their  normal 
operations,  not  considering  this  emergency,  they  should  have  an 
adequate  water  patrol  of  the  harbor,  as  they  have  in  all  large  cities. 

The  Chairman.  The  mayor  assured  us  this  morning  he  was  going 
to  try  to  institute  that  water  patrol. 

Senator  Mead.  Having  the  responsibility,  have  you  reported  the 
hazard  as  fully  as  possible  to  the  authorities  in  Washington  ? 

Captain  Bennett.  Yes,  sir.  It  is  well  known  to  the  Commandant 
of  the  Coast  Guard,  and  he  has  taken  all  possible  steps  to  correct  it 
and  to  give  us  all  the  craft  that  we  need. 

Senator  Mead.  And  from  the  number  of  vessels  you  have  just 
explained  to  the  committee,  that  you  have  and  that  you  are  securing, 
the  Coast  Guard  will  be  doing  its  proper  share.  Would  you  say 
that  is  correct? 

Captain  Bennett.  Yes,  sir. 

Senator  Mead.  Therefore,  if  there  lacks  any  protection,  it  is  a  case 
for  a  local  government  rather  than  for  the  Federal  Government  to 
look  into  ? 

Captain  Bennett.  Yes,  sir.  I  would  like  to  make  it  clear  that  we 
don't  feel  any  responsibility  for  the  docks  themselves.  Our  concern, 
of  course,  is  mainly  the  shipping  in  the  harbor.  We  have  a  very 
vital  concern  with  that. 

Senator  Mead.  The  docks  and  terminal  facilities  is  a  matter  for 
the  local  government? 

Captain  Bennett.  For  the  civil  authorities ;  yes,  sir. 

Senator  Mead.  Of  course,  it  would  be  difficult  to  have  any  shipping 
at  all  if  you  found  that  the  docks  were  gone  some  morning,  as  a  result 
of  inadequate  protection. 

Captain  Bennett.  Quite  so. 

The  Chairman.  Thank  you,  Captain. 

Captain  Mathews.  Do  you  solemnly  swear  to  tell  the  truth,  the 
whole  truth,  and  nothing  but  the  truth,  so  help  you  God  ? 

Captain  Mathews.  I  do. 

TESTIMONY  OF  CAPT.  JAMES  T.  MATHEWS,  C.  E.  C,  UNITED  STATES 
NAVY,  PUBLIC  WOEKS  OFFICES,  SAN  DIEGO,  CALIF. 

NAVAL  DEFENSE  HOUSING  PROGRAM  IN   SAN  DIEGO  AND  LONG  BEACH  1 

The  Chairman.  Captain,  we  were  in  San  Diego  yesterday  on  a  tour 
of  inspection  of  the  national-defense  activities  and  were  somewhat 
impressed  with  the  housing  situation  in  San  Diego.  Will  you  explain 
to  the  committee  the  necessity  for  the  naval  construction  of  housing 


1  In   this  connection   see  also   supplemental  statement  of  Captain   Matthews,   appendix, 
p.  1946. 
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in  San  Diego,  and  the  cost  of  obtaining  the  land  and  the  construc- 
tion cost,  and  such  other  things  in  connection  with  that  housing 
program  as  you  think  would  be  of  interest  to  this  committee  ? 

Captain  Mathews.  Yes,  sir.  Over  a  year  ago,  probably  18  months 
ago,  the  Bureau  of  Yards  and  Docks,  which  is  the  public  works  con- 
struction bureau  of  the  Navy  Department,  asked  the  Commandant  to 
survey  the  needs  in  San  Diego  for  a  certain  number  of  defense-housing 
units  which  might  be  assigned  to  married  enlisted  personnel  attached 
to  the  shore  establishments  in  the  eleventh  naval  district,  and  also 
to  dependents  of  naval  personnel  who  are  attached  to  ships  based 
on  the  ports  of  Los  Angeles  and  San  Diego,  and  also  to  consider  the 
needs  of  civilians  attached  to  the  local  shore  establishments. 

The  Commandant  immediately  requested  the  commanding  officers  of 
the  various  shore  establishments  and  the  commanders  of  the  various 
units  of  the  fleet  based  in  San  Diego  and  Los  Angeles  to  furnish  him 
with  information  on  which  to  base  a  reply  to  the  Navy  Department. 
Within  a  few  days  those  replies  came  in  from  those  contacted,  and 
they  indicated  the  need  in  San  Diego  for  about  1,500  units  for 
married  enlisted  personnel,  and  in  the  San  Pedro-Long  Beach  area 
of  about  1,000  units. 

The  Chairman.  So  it  was  not  possible  to  obtain  those  from  the 
privately  owned  housing  in  San  Diego  ? 

Captain  Mathews.  No  ;  we  couldn't  get  it.  We  wanted  to  get  first- 
hand information  from  the  men  themselves  because  they  alone  could 
tell  us  whether  they  were  satisfied  with  the  places  where  their  depend- 
ents were  then  living  and  whether  they  wished  to  take  advantage  of 
low-cost  housing  which  might  be  furnished  later  under  govern- 
mental appropriations. 

As  a  result  of  that  survey,  the  Commandant  made  a  report  to  the 
Chief  of  the  Bureau  of  Yards  and  Docks,  giving  the  estimated  number 
required,  both  at  San  Diego  and  the  Long  Beach-San  Pedro  area. 

Shortly  after  that  the  second  supplemental  defense  bill  was  passed 
and  enacted  into  law,  and  from  the  appropriation  of  $150,000,000  car- 
ried in  that  bill,  the  President  allocated  to  the  Navy  Department  cer- 
tain funds  from  which  the  Chief  of  the  Bureau  of  Yards  and  Docks 
authorized  to  be  constructed  in  San  Diego  1,200  units,  in  Long  Beach 
400  units — a  unit  consisting  of  one  living  room,  two  bedrooms,  a 
bath,  and  a  small  kitchen. 

Senator  Wallgren.  Captain,  right  there,  is  that  the  source  of  your 
naval-clef ense  housing  ?    Is  that  where  you  get  your  money  ? 

Captain  Mathews.  That  is  where  we  got  our  money ;  yes,  sir. 

Senator  Wallgren.  You  haven't  added  to  that  amount  ? 

Captain  Mathews.  We  haven't  added  to  it. 

Senator  Wallgren.  You  don't  get  it  any  other  place  ? 

Captain  Mathews.  No  other  place. 

Senator  Wallgren.  Those  are  the  only  funds  being  used  for  that 
purpose  ? 

Captain  Mathews.  Those  are  the  only  funds  we  have  utilized  up 
to  the  present.    Recently 

Senator  Wallgren.  No  connection  whatever  with  any  other  housing 
unit  of  the  Federal  Government? 

Captain  Mathews.  None  whatsoever,  but,  as  I  started  to  say,  re- 
cently the  Federal  Works  Agency  did  intend  to  construct  600  addi- 
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tional  houses  in  Long  Beach  from  funds  which  it  had  secured  under 
the  Lanham  Act. 

Senator  Wallgren.  There  is,  then,  other  naval-defense  housing 
money. 

Captain  Mathews.  There  isn't  at  present. 

Senator  Wallgren.  Under  the  Lanham  Act  ? 

Captain  Mathews.  There  isn't  at  present.  Just  today  we  were  in- 
formed that  project  has  been  canceled. 

Senator  Wallgren.  You  mean  the  Long  Beach  ? 

Captain  Mathews.  The  Long  Beach  and  San  Diego  project.  It 
wasn't  to  go  in  either  place.  F.  W.  A.  is  going  to  use  the  money  it 
had  tentatively  set  up  for  the  naval  personnel  in  providing  solely  for 
civilian  defense  housing  in  Long  Beach. 

The  Chairman.  How  many  housing  agencies  are  operating  in  this 
area  ? 

Captain  Mathews.  Well,  to  my  knowledge,  there  are  at  least  three 
agencies,  with  various  projects  under  those  agencies. 

Senator  Wallgren.  They  are  the  Department  of  Agriculture ■ 

Captain  Mathews  (interposing).  Department  of  Agriculture, 
which,  I  believe,  has  constructed  at  least  three  projects  in  San  Diego. 

Senator  Wallgren.  Three  separate  projects  ? 

Captain  Mathews.  Yes,  sir. 

Senator  Wallgren.  We  saw  the  dormitories,  and  we  saw  the  trailer 
camp.     What  else  have  they  got? 

Captain  Mathews.  They  have  another  set  of  dormitories  off  by 
the  police  station.  They  have  a  set  of  dormitories  at  Twenty-eighth 
Street  and  a  trailer  camp  there. 

Senator  Wallgren.  How  many  units  do  they  have  over  there? 

Captain  Mathews.  I  think  they  have  500  trailer  units;  I  don't 
know  how  many  exactly  in  the  dormitory. 

Senator  Wallgren.  1  mean  in  this  other  place  we  didn't  see  yes- 
terday. 

Captain  Mathews.  I  really  couldn't  tell  you,  Senator.  I  haven't 
actually  investigated  that  phase  of  it.  At  the  time  you  were  there 
before,  we  did  get  some  information  about  the  trailer  camp  and  found 
out  they  had  500  trailers  under  contract. 

Senator  Wallgren.  Well,  now,  the  Department  of  Agriculture's 
set-up  over  there,  is  that  being  utilized  only  for  enlisted  men? 

Captain  Mathews.  No.     That  is  open  to  any  defense  worker  now. 

Senator  Wallgren.  Anyone  working  in  an  airplane  over  there,  like 
Consolidated  or  Ryan  ? 

Captain  Mathews.  Yes,  sir.  Only  a  few  days  ago  it  was  opened 
up  especially  to  civilian  workers  attached  to  naval  stations  and 
working  on  naval  defense  projects. 

Senator  Wallgren.  The  project  out  there  to  the  north  of  the  city, 
the  large  project? 

Captain  Mathews.  That  is  being  done  under  the  Public  Buildings 
Administration,  which  is  a  part  of  the  Federal  Works  Agency.  I 
don't  feel  that  I  am  qualified  to  give  any  details,  but  I  do  know,  of 
general  knowledge,  that  consists  of  approximately  3,000  units  for 
married  persons  and  several  dormitories  for  single  men. 

Then,  of  course,  as  I  have  just  given  it,  there  are  our  own  naval 
defense  housing  projects.     Those  comprise  the  three  main  govern- 
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mental  agencies  which  have  recently  constructed  defense  housing  in 
San  Diego  and  Long  Beach. 

The  Chairman.  How  did  the  Department  of  Agriculture  get  into 
the  housing  project  for  the  Navy? 

Captain  Mathews.  It  didn't  get  in  it  specifically  for  the  Nav}^. 
It  is  only  recently  that  the  Navy,  not  having  enough  housing  of 
its  own,  asked  permission  for  its  civilian  defense  workers  to  have 
access  to  the  Farm  Security  Board  trailer  camps  and  other  houses 
there  constructed. 

The  Chairman.  The  Farm  Security  Board,  as  I  understand  it,  was 
organized  for  the  purpose  of  helping  farmers.  I  didn't  see  any  farm- 
ers over  there  in  their  trailers. 

Captain  Mathews.  I  am  not  qualified  to  speak  as  to  that. 

The  Chairman.  It  seems  to  me  that  Farm  Security  Board  is  clear 
out  of  its  territory  by  coming  down  here  and  building  houses  for  naval 
workers  and  for  defense  workers.  We  set  up  the  United  States  Hous- 
ing Authority  for  that  purpose.  I  can't  see  where  the  Department  of 
Agriculture  gets  into  it. 

I  was  somewhat  intrigued  when  I  heard  the  captain  say  that  the 
Secretary  of  War  had  authority  in  the  harbor  and  the  Secretary  of.  the 
Treasury  had  authority  in  the  harbor,  and  I  was  just  wondering  what 
the  Navy  was  organized  for,  in  that  case.  I  am  wondering  in  this  case 
what  the  Department  of  Agriculture  is  doing,  sticking  its  nose  into 
naval  business. 

Captain  Mathews.  I  really  couldn't  answer  that  question. 

The  Chairman.  We  are  going  to  find  out. 

Senator  Mead.  They  may  require  vegetable  production  by  window 
box. 

The  Chairman.  They  would  have  to  do  something  to  qualify. 

To  get  back  to  the  subject,  how  did  you  obtain  the  land  for  the  naval 
projects  over  which  you  had  control? 

Captain  Mathews.  For  the  two  projects  in  San  Diego  we  investi- 
gated several  sites,  and  then  we  finally  selected  one  site  adjacent  to 
the  destroyer  base,  which  seemed  most  feasible  to  utilize,  on  account 
of  the  fact  that  it  was  within  easy  access  of  the  destroyer  base,  where 
there  are  large  numbers  of  enlisted  men  on  duty,  who  have  many 
dependents ;  also  the  fact  that  the  destroyer  base  is  near  the  Twenty- 
eighth  Street  pier,  which  is  utilized  by  the  Navy  when  ships  are 
actually  at  San  Diego  and  it  is  convenient  for  the  men  on  those  ships 
to  get  ashore  to  their  families.  Likewise,  it  was  convenient  for  the 
families  themselves  to  get  to  town.  It  is  only  4^  miles  from  down- 
town San  Diego,  about  a  10-minute  drive  in  a  car  or  bus. 

The  second  site,  adjacent  to  the  Marine  Corps  base  and  naval  train- 
ing station 

The  Chairman.  You  bought  that  site  after  you  located  it,  or  did  the 
Navy  already  own  it? 

Captain  Mathews.  We  didn't  own  it.  I  was  just  going  to  give  you 
the  locations  first.  The  second  site,  adjacent  to  the  Marine  base  and 
naval-training  station,  was  selected  for  the  same  reasons,  because  of 
ease  of  access.  Also,  it  is  a  good  building  site  except  for  some  extra 
fill  that  we  had  to  put  in  there. 

After  we  decided  that  the  first  site  was  the  best  place  to  build  on, 
we  contacted  the  owners.     It  was  one  of  the  railroad  companies 
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operating  in  San  Diego.  They  gave  us  a  price  of  $23,560,  as  I 
recall.     Then  we  checked  that  with  the  tax  assessor's  books. 

The  Chairman.  How  many  acres  were  there  in  that  site? 

Captain  Mathews.  Approximately  67  acres.  It  was  assessed  con- 
siderably higher  than  that  in  the  tax  assessor's  books,  so  we  felt  that 
the  price  they  offered  was  a  fair  price,  and  recommended  to  the  Navy 
Department  that  it  be  accepted.  Then  the  Department  prepared  an 
option  which  was  sent  to  the  Commandant  for  execution  on  the  part 
of  the  owners.  That  was  executed  a  few  weeks  afterward,  and  we 
had  access  to  the  site  for  immediate  building  purposes. 

The  Chairman.  Did  you  build  these  buildings  by  contract,  or  build 
them  by  force  account  under  the  direction  of  the  Navy? 

Captain  Mathews.  We  built  them  on  cost-plus-a-fixed-fee  contract. 
On  the  second  site,  we  obtained  an  option  from  the  owners,  Frontier 
Enterprises,  Inc.,  and  that  option  was  executed  within  a  few 
weeks  after  the  Judge  Advocate  General  had  prepared  it.  Both 
owners  were  paid  promptly  for  their  property.  We  felt  that  we  had 
made  a  good  choice  in  both  cases ;  the  prices  were  fair  and  reasonable. 

The  contracts  for  the  actual  construction  work  at  both  sites  were 
made  on  October  4,  1940,  and  awarded  to  the  William  Simpson  Con- 
struction Co.,  of  Los  Angeles,  who  immediately  proceeded  to  organ- 
ize a  construction  gang  and  started  work  first  at  the  destroyer  base  site. 

Plans  for  the  houses  on  that  site  were  prepared  by  the  Bureau  of 
Yards  and  Docks  in  accordance  with  a  standard  set  of  plans  de- 
veloped for  other  naval  shore  activities;  consisting  of  a  single-story 
duplex  house,  with  prefabricated  steel  construction,  concrete  floors,  a 
composition  tile  roof,  interior  of  Upson  board,  the  exterior  of  wire 
mesh  and  stucco,  a  very  usable  type  of  house  for  the  purpose  in- 
tended :  A  so-called  semi-permanent  type  of  construction,  which  would 
probably  last  for  25  to  50  years  under  normal  conditions. 

The  second  set  of  defense  units,  constructed  adjacent  to  the  Marine 
Corps  base,  were  designed  by  our  local  district  drafting-room  force, 
based  on  a  type  which  the  United  States  Housing  Corporation  had 
designed  for  houses  at  Vallejo.  We  modified  that  design  so  as  to 
have  a  four-family  apartment  house,  of  reenforced  concrete  construc- 
tion throughout,  fireproof,  and  earthquake-resistant,  which  would 
last  probably  100  years  or  longer;  be  easy  to  maintain,  and  very 
economical  over  a  period  of  years. 

The  Chairman.  What  was  the  cost  of  construction  per  unit  for  each 
of  these  ? 

Captain  Mathews.  The  cost  for  the  houses  at  the  destroyer  base  ran 
about  $3,100 ;  the  ones  at  the  Marine  base  about  $3,800.  The  ones  at 
Long  Beach  were  similar  to  the  ones  at  the  destroyer  base  site,  ran 
somewhere  around  $2,700. 

Senator  Wallgren.  You  are  fixing  the  cost  of  the  property  and  land 
and  all  ? 

Captain  Mathews.  The  over-all  cost  for  all  three  of  these  projects, 
(1,600  units)  including  construction  costs,  cost  of  land,  the  fee  of 
the  contractor,  and  everything  involved,  was  $3,293  per  unit. 

The  Chairman.  What  was  the  fixed  fee?    How  much  was  it? 

Captain  Mathews.  The  fixed  fee  for  the  Simpson  Construction  Co.'s 
contract  in  San  Diego  was  $140,000. 

The  Chairman.  On  what  size  contract? 
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Captain  Mathews.  $4,125,000. 

The  Chairman.  $4,125,000  ? 

Captain  Mathews.  The  fee  for  the  McNeil  Construction  Co.'s  con- 
tract at  Long  Beach,  which  consisted  of  400  units  was  $48,000. 

The  Chairman.  What  was  the  total  amount  of  that  contract  ? 

Captain  Mathews.  $1,263,000. 

The  Chairman.  Did  you  exceed  the  estimate  in  the  construction  cost  ? 

Captain  Mathews.  No  ;  as  a  matter  of  fact,  the  limit  authorized  by 
Congress,  at  $3,500  per  unit,  would  have  been  about  $5,336,000  for  the 
three  contracts.  We  actually  constructed  all  three  units  for  approxi- 
mately $313,000  less  than  that. 

The  Chairman.  How  did  you  arrive  at  this  fee  %  On  what  basis  did 
you  allow  the  fee  ? 

Captain  Mathews.  The  fee  was  determined  by  the  Chief  of  the 
Bureau  of  Yards  and  Docks,  based  on  studies  made  by  a  board 
which  he  appointed  for  all  fixed-fee  contracts,  since  their  inception 
in  1939,  for  the  Pacific  air  bases.  That  fee  is  fully  explained  in  the 
Chief  of  Bureau  of  Yards  and  Docks'  hearing  before  the  Senate  com- 
mittee under  date  of  June  30,  1941,  which  lists  therein  all  fee  con- 
tracts, with  the  amount  of  the  fees  and  how  they  were  determined  by 
that  board. 

After  the  first  fee  contracts  were  awarded,  he  took  the  average  of 
a  good  many  of  those  and  applied  it  to  subseqeunt  contracts,  and  it 
usually  ran  somewhere  between  4  and  5  percent.  The  average,  I 
believe,  now  is  around  4*4  percent,  on  all  the  fee  contracts. 

When  a  supplementary  agreement  is  entered  into  or  changes  au- 
thorized, the  fees  are  usually  reduced,  on  account  of  the  fact  that  the 
contractor  is  getting  additional  work.  He  has  his  organization  al- 
ready set  up,  so  that  is  taken  into  consideration.  The  fee  is  usually 
made  slightly  less,  in  some  cases  around  3  percent,  depending  upon 
the  magnitude  of  the  change. 

The  Chairman.  Under  your  plan  does  the  contractor  get  any  incen- 
tive or  a  bonus  for  saving  any  money  for  the  government? 

Captain  Mathews.  No,  sir ;  he  doesn't. 

Senator  Mead.  Captain,  I  would  like  to  know  something  about  the 
relation  of  the  rental  price  to  the  amortization  of  the  cost  of  the 
project. 

Captain  Mathews.  Yes.  Originally  the  commandant  recommended 
to  the  Chief  of  the  Bureau  of  Yards  and  Docks  that  the  rental  prices 
on  our  defense  housing  units  in  this  district  be  based  primarily  on  the 
salaries  which  enlisted  personnel  draw.  There  are  two  grades,  the 
ordinary  seamen  and  seamen  second  class,  we  felt  were  entitled  to 
preference,  especially  if  they  had  children.  The  rates  for  those  were 
made  the  lowest.  We  started  off  with,  I  believe,  $10  a  month  per 
room ;  if  they  had  two  rooms,  $12%  and  for  three  rooms  it  was  $15. 

Then  for  those  enlisted  men  who  are  petty  officers  and  draw  pay 
approximating  $60  or  more  a  month,  we  increased  that  slightly  be- 
cause some  of  those  men  draw  extra  money  allowances  for  rental 
purposes.  The  maximum  pay  established  at  that  time  was  $25  per 
month  for  civilians  who  occupied  three  rooms  and  who  draw  a  salary 
of  $125  a  month  or  less. 

Since  then  we  have  received  instructions  from  the  Chief  of  Bureau  of 
Yards  and  Docks  that,  in  accordance  with  the  policy  which  the  Navy 
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Department  has  determined  recently,  all  rentals  should  be  uniform 
throughout  the  continental  United  States.  Our  rents  here  were  con- 
considered  slightly  low,  and  they  were  increased  from  $11  to  $26 
for  enlisted  men,  and  from  $25  to  $30  for  civilians. 

We  expect,  out  of  those  rentals,  to  maintain  and  operate  the  housing 
units  and  also  to  amortize  the  cost  over  a  period  of  about  50  years. 
In  other  words,  if  we  get  a  return  of  5  percent  on  the  initial  cost  of 
the  housing  units  we  have  constructed,  assuming  that  we  get  approxi- 
mately $200,000  a  year  in  rental  from  a  $4,000,000  project  in  San  Diego, 
we  would  utilize  3  percent  for  maintenance,  repairs,  and  operating 
expenses,  and  2  percent  to  amortize.  That  is  what  I  am  trying  to 
do  now,  go  along  on  that  basis.  We  feel  that  we  can  do  it  providing 
we  don't  have  any  accidents  or  some  catastrophe  which  we  don't  antici- 
pate. 

Senator  Wallgren.  Do  you  anticipate  any  further  expansion  of 
housing  over  there,  as  far  as  your  naval  defense  set-up  is  concerned  ? 

Captain  Mathews.  Well,  we  could  utilize  to  great  advantage  at 
least  1,500  additional  units. 

Senator  Wallgren.  Are  you  planning  on  putting  them  in? 

Captain  Mathews.  We  can  put  them  in  and  will  put  them  in  if  funds 
are  made  available. 

Senator  Wallgren.  Have  you  requested  the  funds  ? 

Captain  Mathews.  That  was  in  our  original  estimate  submitted  to 
the  Chief  of  the  Bureau  of  Yards  and  Docks.  We  told  them  we  could 
use  1,500  units  here  and  then  subsequent  to  that  we  said  we  could  use 
another  1,000  units,  as  the  migration  of  enlisted  personnel  from  the 
Long  Beach-San  Pedro  to  San  Diego  continued  to  indicate  the  need 
for  more  housing  in  San  Diego. 

Senator  Wallgren.  What  is  your  opinion  of  the  situation  in  San 
Diego  generally,  that  is  taking  in  all  types  of  housing?  What  will 
their  needs  be  there  with  all  this  expansion  ?  I  know  we  are  getting 
a  little  further  afield  than  your  particular  job,  but  I  am  speaking  about 
all  this  expansion  of  Consolidated  and  Ryan.  Do  you  think  they  will 
have  enough  housing  over  there  to  meet  their  needs? 

Captain  Mathews.  I  don't  think  they  have  it  now. 

Senator  Wallgren.  With  this  new  development  they  have  out  there 
north  of  the  city? 

Captain  Mathews.  I  don't  think  that  will  take  care  of  the  continued 
expansion,  at  the  rate  they  are  going ;  that  is  from  the  information  I 
gather  from  the  local  defense  housing  commission.  Their  surveys 
indicate  that  there  is  only  about  2  percent  vacancy  list  in  all  the  houses 
in  San  Diego. 

Senator  Wallgren.  Will  you  tell  the  committee  what  the  rentals 
are  like  over  there? 

Captain  Mathews.  I  can't  tell  you  definitely  what  the  rentals  are 
in  San  Diego.  I  never  made  a  personal  investigation.  I  do  know 
in  certain  instances  we  have  had  complaints  about  rents  having  ad- 
vanced considerably  in  the  last  few  months.  I  know  in  my  own 
office  I  have  a  clerk-stenographer,  who  said  her  rent  had  been 
raised  from  $25  to  $40  a  month.  That  is  a  considerable  raise  in  6 
months'  time.  So  she  and  her  husband  bought  themselves  a  lot  and 
built  themselves  a  home. 
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Senator  Wallgren.  Along  that  line,  I  would  like  to  ask  Admiral 
Blakely  a  question.  Do  you  think  it  would  be  advisable  for  the  Fed- 
eral Government  to  work  out  some  sort  of  an  arrangement  where 
they  would  take  the  water  out  of  the  Colorado  River  and  bring  it  into 
San  Diego,  in  face  of  the  heavy  investment  we  have  in  that  area  ? 

Admiral  Blakely.  I  do  think  so.     I  think  it  is  going  to  be  necessary. 

Senator  Mead.  Captain,  what  about  schools  and  fire  and  police 
protection  ? 

Captain  Mathews.  For  our  own  housing  projects  we  have  set  aside 
at  each  location  a  plot  of  land  for  a  school  to  be  erected  if  and  when 
the  city  of  San  Diego  can  obtain  funds  from  the  Federal  Government, 
from  some  appropriation,  to  construct  suitable  schools.  At  each  of 
these  housing  projects  there  are  a  good  many  children  of  school  age, 
primary,  grammar  school,  and  several  of  high  school  age,  and  they 
must  have  some  schools  made  available  very  shortly  because  the  city 
schools  are  extremely  crowded  and  can't  take  care  of  all  these  addi- 
tional defense  workers'  dependents  who  have  come  to  San  Diego. 
The  situation  is  going  to  become  very  critical  if  schools  and  pertinent 
recreational  facilities  and  things  like  that  are  not  furnished  by  some 
agency  very  soon. 

Senator  Mead.  Will  the  facilities  be  available  for  the  coming  school 
year,  this  autumn? 

Captain  Mathews.  No;  they  will  not  because  there  has  been  no 
allocation  of  funds  as  yet  made  for  that  purpose. 

Senator  Mead.  So  the  children  will  not  go  to  school? 

Captain  Mathews.  I  wouldn't  say  they  wouldn't  go  to  school. 
They  may  have  some  makeshift  scheme  set  up  for  them.  I  don't  know 
exactly  what  the  superintendent  of  schools  is  intending  to  provide. 

The  Chairman.  I  was  informed  there  were  2,700  children  in  those 
two  projects  of  school  age. 

Captain  Mathews.  I  believe  that  is  correct. 

Senator  Mead.  Captain,  don't  you  thing  somebody  ought  to  get  in 
touch  with  the  superintendent  of  education  to  make  every  effort  to  ar- 
range for  the  education  of  those  children,  somebody  in  authority  ? 

Captain  Mathews.  I  think  the  Commandant  has  that  in  hand  now, 
sir.  He  has  a  civilian  personnel  officer,  I  think,  who  is  handling  those 
matters.  I  personally  will  not  have  anything  to  do  with  the  schools 
unless  there  is  some  construction  part  involved.  But  I  know  there  is  a 
definite  need  for  it,  and  I  believe  that  the  superintendent  of  schools 
himself  has  done  all  that  he  thinks  he  can  do  at  the  present  time  to 
have  those  conditions  remedied.  But  as  for  that,  I  am  not  qualified 
to  give  any  further  opinion. 

Senator  Mead.  One  of  those  projects  is  not  a  fireproof  project,  if  I 
recall  it  rightly.  I  was  wondering  if  there  were  any  fire  facilities 
nearby. 

Captain  Mathews.  All  of  our  projects  are  fireproof  or  fire-resistant. 

Senator  Mead.  All  of  them  ? 

Captain  Mathews.  Yes. 

Senator  Mead.  The  smaller  one  ? 

Captain  Mathews.  Yes.  As  I  say,  it  is  a  prefabricated  steel  house. 
It  has  composition  shingles  on  the  roof,  which  of  course,  has  some 
element  of  hazard,  but  it  is  fire-resistant:  and  there  is  stucco  on  the 
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outside  with  mesh  steel  underneath  that.  Of  course,  fire  can  gut  a  steel 
building  even,  if  it  gets  a  good  start,  but  I  would  call  ours  a  really 
fire-resistant  type  of  house.  The  concrete  is  supposed  to  be  fireproof. 
There  is  that  distinction  between  the  two.  But,  for  all  practical 
purposes,  all  of  them  are  fireproof. 

Senator  Mead.  In  connection  with  housing  projects,  of  course  we 
want  to  provide  adequate  housing  for  our  own  enlisted  personnel. 
That  is  a  responsibility  that  we  can't  avoid.  But  with  reference  to 
housing  projects  constructed  by  these  other  agencies,  whether  it  is  the 
Department  of  Agriculture  or  United  States  Housing  or  Public  Build- 
ings Administration,  we  must  always  have  in  mind  that  we  are  in 
competition  with  the  local  builder.  If  we  just  charge  a  rental  sufficient 
to  maintain  and  amortize  the  cost  of  the  house  itself  and  the  lot  upon 
which  it  is  located,  without  any  regard  to  the  street  or  the  necessary 
facilities,  we  are  providing  a  housing  that  may  suffice  for  an  emergency 
but  we  are  also  preventing  housing  that  might  otherwise  be  encour- 
aged. 

You  take,  for  instance,  the  figures  that  you  gave  the  committee 
with  reference  to  the  maintenance  and  operation  and  liquidation  of 
the  housing  that  you  have  in  mind.  That  has  no  regard  for  the 
streets  and  the  maintenance  of  the  streets  and  other  facilities  that 
are  necessary  in  connection  with  that  housing  unit. 

Captain  Mathews.  Except  for  those  streets  within  the  project 
itself,  which  we  maintain,  of  course. 

Senator  Mead.  I  agree  that  we  must  furnish  this  housing  for  our 
enlisted  personnel  and  also  for  the  commissioned  personnel,  but,  when 
we  go  to  furnishing  housing  for  others,  we  must  have  in  mind,  in 
connection  with  the  charges,  all  of  these  charges  that  result  from 
housing,  rather  than  just  the  charge  of  the  house  and  the  lot  and  the 
immediate  facilities  associated  with  them. 

Captain  Mathews.  I  understand  that.  Of  course  there  might  be 
and  probably  will  always  be  some  objection  on  the  part  of  local 
real-estate  dealers  and  owners  against  the  Government  providing 
low-cost  housing. 

Senator  Mead.  In  providing  low-cost  housing,  with  or  without 
regard  of  defense  needs,  the  Government  is  wholly  within  its  prov- 
ince when  inadequate  housing  facilities  are  available  to  those  in 
the  low-wage  category.  There  is  a  certain  decency  that  we  believe 
is  necessary  in  the  housing  of  our  people.  When  it  is  not  furnished, 
then  the  invasion  of  Federal  authority  cannot  be  challenged.  But 
where  we  are  furnishing  housing,  we  will  say,  for  well-paid  workers, 
then  it  occurs  to  me  that  these  other  costs  ought  to  have  some  relation 
to  the  housing.  That  doesn't  apply  in  the  case  of  the  enlisted  per- 
sonnel, however,  nor  does  it  apply  in  the  case  of  those  that  are 
entitled  to  and  cannot  be  given  wholesome  housing  by  existing  set-ups. 

The  Chairman.  Any  other  questions? 

Mr.  Fulton.  Captain,  I  understand,  too,  that  you  had  to  do  with 
the  construction  work  that  related  to  the  recovery  of  land  and  the 
building  of  the  camp  for  marines  and  others. 

Captain  Mathews.  That  is  right ;  all  Navy  public-works  construc- 
tion in  the  eleventh  naval  district,  with  the  exception  of  certain 
projects  at  Long  Beach  are  under  my  supervision. 

Mr.  Fulton.  Will  you  tell  us  how  you  handled  equipment,  rental 
of  equipment? 


INVESTIGATION  OF  THE  NATIONAL   DEFENSE  PROGRAM      1849 

Captain  Mathews.  The  equipment  which  is  used  on  most  of  our 
jobs  is  either  owned  by  the  contractor  or  obtained  by  the  contractor 
under  competitive  bids.  Where  we  utilize  equipment  owned  by  the 
contractor,  we  apply  a  rental  schedule  based  on  instructions  which 
have  been  issued  by  the  contracting  officer,  who  is  the  Chief  of  Bureau 
of  Yards  and  Docks,  and  also  on  a  schedule  which  corresponds  very 
closely  to  that  of  the  Associated  General  Contractors'  schedule.  On 
that  basis,  there  are  certain  elements,  like  insurance,  taxes,  and  de- 
preciation, taken  into  account.  If  the  contractor  wants  to  use  his  own 
equipment  he  tells  us  what  he  has  available,  what  condition  it  is  in, 
what  its  market  value  is,  what  its  insurance  value  is,  and  so  on  down 
the  line.  Then  we  establish  what  we  believe  is  a  fair  monthly  rental 
value  of  that  equipment. 

Mr.  Fulton.  Do  you  allow  a  profit  to  the  contractor  ? 

Captain  Mathews.  No;  he  is  not  supposed  to  have  any  profit. 

Mr.  Fulton.  That  is  because  the  profit  is  supposed  to  be  included 
in  the  fee? 

Captain  Mathews.  The  profit  is  contained  in  the  fee. 

Mr.  Fulton.  Do  you  check  up  on  him  to  make  sure  he  doesn't 
make  a  profit? 

Captain  Mathews.  We  do. 

Mr.  Fulton.  How  is  that  done? 

Captain  Mathews.  It  is  done  by  our  resident  officer  in  charge, 
through  our  accountants  that  we  have  on  the  job  going  through  his 
accounts  very  carefully,  double  checking,  so  there  is  no  chance  of  any 
profit  going  into  that  rental  schedule.  The  rental  schedule  is  made 
up  in  my  own  district  office,  by  my  senior  accountant.  Then  it  receives 
my  approval  after  it  has  gone  through  the  regular  process  of  evaluat- 
ing all  conditions. 

Mr.  Fulton.  How  have  you  taken  care  of  equipment,  such  as 
dredges,  some  of  which  I  believe  have  been  operating  there  for  sev- 
eral years? 

Captain  Mathews.  Well,  in  our  fee  contracts  we  haven't  had  but 
one  dredge  on  a  job.  That  is  one  in  connection  with  the  Naval  Supply 
Depot  pier  and  transit  shed  project.  We  did  have  a  rather  small  one 
at  the  naval  air  station  for  a  short  time  working  on  the  causeway. 

Mr.  Fulton.  How  is  that  rental  determined  on  dredges  in  nonfee 
work? 

Captain  Mathews.  Nonfee?     We  don't  go  into  that  at  all. 

Mr.  Fulton.  In  other  words,  on  nonfee  you  don't  go  into  the 
question. 

Captain  Mathews.  Not  when  we  have  a  lump  sum  or  unit  price 
dredging  contract.  When  we  get  a  unit  price  bid  for  dredging,  we  are 
not  interested  in  what  the  contractor's  equipment  cost,  or  what  he  has 
to  pay  out  for  repairs,  maintenance,  or  anything  else.  It  is  entirely 
up  to  him  to  furnish  the  work  at  his  estimated  unit  cost. 

Mr.  Fulton.  We  have  noted,  because  the  Navy  isn't  interested 
in  some  matters,  they  have  sometimes  paid  three  or  four  times  the 
value  of  these  things  in  rent,  and  they  still  don't  own  them. 

Captain  Mathews.  I  say  where  it  is  a  fee  contract  and  we  rent 
them,  we  do  go  into  all  these  things. 

Mr.  Fulton.  I  was  talking  of  nonfee. 

Captain  Mathews.  If  it  is  nonfee,  we  have  competitive  bidding  on 
our  dredging.     We  take  the  lowest  unit  price  bid  per  cubic  yard 
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in  place,  or  scow  measurement,  whichever  it  might  be.  We  feel  sure 
that  any  reputable  contractor  is  not  going  to  bid  on  anything  unless 
he  can  perform.  The  lowest  bid  is  usually  indicative  of  what  the 
Navy  is  getting  for  its  money  put  out. 

Mr.  Fulton.  Have  you  given  any  consideration  to  whether  the 
Navy  could  get  this  cheaper  by  buying  the  equipment,  where  it  is 
going  to  use  it  for  2  or  3  years,  than  by  taking  bids  which,  of  course, 
are  not  very  indicative  of  value,  where  there  is  an  unlimited  demand  ? 

Captain  Mathews.  I  haven't  had  occasion  to  go  into  that  because, 
personally,  I  have  had  no  job  that  would  require  2  or  3  years  for 
dredging.    All  the  dredging  we  have  had  was  of  a  minor  type. 

Mr.  Fulton.  I  thought  you  had  fill  work  and  dredging  out  at  the 
base,  that  you  said  had  taken  several  years. 

Captain  Mathews.  That  is  work  being  done  under  the  supervision 
of  the  Engineer  Corps  of  the  United  States  Army  who  have  contracts 
in  effect  on  a  unit  price  basis  for  dredging  the  harbor. 

Mr.  Fulton.  Your  own  work  hasn't  been  that  extensive? 

Captain  Mathews.  No;  all  the  dredging  I  have  had  was  a  little 
dredging  at  the  naval  air  station  on  North  Island,  and  for  fill  at  the 
marine  base.    There  is  only  a  very  small  yardage  in  both  of  those  jobs. 

Mr.  Fulton.  In  this  district  you  feel  confident  it  isn't  like  some 
of  them  where  we  found  they  paid  several  times  the  value  of  the 
equipment  new  and  still  haven't  got  the  ownership  of  it? 

Captain  Mathews.  I  am  thoroughly  confident  we  haven't  over- 
paid any  contractors  for  any  of  the  equipment  rented  here.  I  have 
gone  into  that  phase  carefully,  and  I  have  records  on  every  one  of  our 
contracts.  In  no  case  have  we  paid  rental  in  excess  of  what  we  con- 
sider a  fair  market  value  of  his  equipment.  I  have  a  complete 
record  of  every  piece  of  equipment  rented  on  each  job. 

Mr.  Fulton.  That  would  be  included  in  the  housing  projects,  too? 

Captain  Mathews.  That  is  correct. 

The  Chairman.  Thank  you,  Captain. 

Senator  Mead.  You  have  a  nice  project  over  there. 

The  Chairman.  The  committee  will  take  a  3-  or  4-minute  recess, 
and  then  I  want  to  examine  Captain  Coffman. 

(Recess.) 

The  Chairman.  The  committee  will  come  to  order,  please. 

Captain  Coffman,  do  you  solemnly  swear  to  tell  the  truth,  the 
whole  truth,  and  nothing  but  the  truth,  so  help  you  God? 

Captain  Coffman.  I  do. 

TESTIMONY   OF    CAPT.    EICHARD   B.    COFFMAN,   UNITED   STATES 
NAVY,   ASSISTANT  COMMANDANT,  SAN  DIEGO,   CALIF. 

QUESTION   OF  ADEQUATE   PROTECTION  FOR   LOS    ANGELES   HARBOR   AREA 

The  Chairman.  Captain,  you  are  familiar  with  the  harbor  situa- 
tion here  in  Los  Angeles.  I  think  you  have  some  special  informa- 
tion which  you  want  to  give  this  committee  and  which  we  would 
like  very  much  to  hear.  You  have,  I  think,  some  ideas  on  this  oil  situa- 
tion, which  we  would  like  to  hear  from  you. 

Captain  Coffman.  As  Admiral  Blakely's  assistant,  I  have  made  a 
study  of  the  harbor  situation  for  about  a  year.    We  have  in  this  harbor 
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over  12  or  13  marine  oil  terminals.  We  have  5  shipyards  on  Terminal 
Island,  in  the  immediate  inner  harbor  area.  We  have  2  very  large 
naval  projects  there,  and  the  air  station  and  the  new  naval  base.  These 
inner  harbors  are  second  only  to  New  York  in  importance  of  arrivals 
and  clearances  in  normal  times,  and  the  Navy  is  very  vitally  interested 
in  the  security  of  such  a  valuable  bank  account. 

For  instance,  to  give  the  committee  a  little  back  picture,  this  harbor 
started  to  grow  up  20  years  ago.  I  was  out  here.  They  struck  oil  on 
Signal  Hill,  and  it  grew  very  rapidly.  They  dredged  the  inner  chan- 
nels. Business  boomed.  At  that  time  no  one  thought  of  the  extreme 
development  of  aircraft  in  war.  It  was  after  the  first  World  War 
was  over.  The  harbor  went  along  in  its  peaceful  way  of  prosperity 
without  any  thought  of  security. 

Since  the  present  emergency  has  come  along,  we  in  the  Navy,  Ad- 
miral Blakely  and  myself,  have  made  a  study  of  it.  We  find  that 
there  are  a  great  many  vulnerable  spots  in  the  harbor,  in  the  way  of 
potential  fire  hazards.  I  make  these  remarks  with  no  ax  to  grind, 
either  political  or  otherwise,  but  merely  from  the  viewpoint  of  a  naval 
man  with  38  years'  experience. 

The  Chairman.  That  is  the  reason  we  are  asking  you  to  make  them, 
Captain. 

Captain  Coffman.  There  is  one  important  point.  There  is  no  one 
individual  interest,  private,  civil,  State,  or  Federal,  which  has  com- 
plete jurisdiction  over  these  inner  harbor  areas.  The  Coast  Guard's 
authority  terminates  at  the  waterside  of  the  docks.  We  all  know 
that,  primarily,  it  is  incumbent  upon  the  civil  law  enforcement 
agencies  to  render  security,  but  this  harbor  has  grown  so  rapidly,  it 
has  divided  jurisdiction,  without  any  intent  of  criticism.  We  have 
two  harbor  commissions,  one  at  Long  Beach  and  one  in  Los  Angeles. 
We  have  two  chambers  of  commerce,  in  both  those  cities,  and  we  have 
a  duplication  of  civil  officials.  We  have  two  fire  departments,  one 
for  each.  There  is  no  one  instrument  of  all  that  set-up  that  can  say 
it  is  the  officer  of  the  deck,  to  take  charge  of  the  security. 

My  contacts  in  the  last  12  months  have  been  splendid.  The  indi- 
cations that  I  observe  are  that  each  and  all  of  these  various  interests, 
civil,  private,  and  otherwise,  are  perfectly  willing  for  somebody  to 
step  into  the  picture  and  take  charge,  for  security  purposes  if  no 
other,  as  a  mutual  reason  for  self-preservation. 

For  that  reason,  Admiral  Blakely  and  I  are  quite  interested,  in  be- 
half of  the  fleet  which  looks  upon  this  port  as  one  of  its  corner- 
stones, you  might  say,  in  having  some  central  authority  established 
who  will  be  in  complete  jurisdiction  of  the  area,  in  connection  with 
taking  adequate  security  measures. 

There  appears  to  be  no  reason  why  all  concerned  can't  be  worked 
into  a  homogeneous  fabric,  under  one  control,  not  for  the  acquisi- 
tion of  properties,  lands,  docks,  or  anything,  but  for  the  sake  of 
security.  I  know  that  Admiral  Blakely,  because  a  year  ago  he  gave 
me  the  orders  to  make  a  study  of  it,  is  very  much  in  favor,  and  I 
think  all  of  the  naval  interests  are,  that  some  instrument  be  estab- 
lished for  the  Federal  Government  to  take  charge,  in  the  interest 
of  security  of  these  harbors. 

The  Navy  has  no  jurisdiction,  at  the  moment,  in  connection  with 
the  harbor  area,  whatsoever. 
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The  Chairman.  Well,  the  Navy  is  not  after  any  police  jurisdic- 
tion, is  it,  Captain?  The  Navy  is  in  the  same  situation  as  the 
Army.  The  Navy  is  a  fighting  unit  and  not  a  police  unit.  It  is 
for  the  State  of  California,  it  seems  to  me,  to  create  an  authority 
that  can  get  the  Navy  and  the  Coast  Guard  and  the  Los  Angeles 
police  force,  and  the  sheriff  all  to  cooperate  under  one  authority. 
It  seems  to  me  the  State  of  California  is  that  authority. 

Captain  Coffman.  Senator,  I  don't  quite  agree  with  that  because 
efforts  during  the  past  12  months  indicate  that  it  should  be  some 
instrument  not  affiliated  with  civil,  State,  or  political  interests. 

The  Chairman.  Well,  how  are  you  going  to  arrive  at  that  con- 
clusion, Captain,  without  creating  a  martial-law  area?  Of  course, 
in  the  case  of  an  emergency,  that  is  all  right,  but  I  am  thinking 
that  the  emergency  is  not  going  to  last  forever,  and  that  there  ought 
to  be  some  sort  of  a  control  authority  that  can  make  the  situation 
work  as  well  in  ordinary  times  as  it  will  work  under  an  emergency. 

I  know  we  are  facing  an  emergency  now,  and  we  are  trying  to 
meet  that  emergency,  and  if  it  is  necessary  to  put  this  authority 
in  the  Secretary  of  the  Navy  at  the  present  time,  I  am  perfectly 
willing  to  have  it  done.  But  I  think,  ordinarily,  local  authority 
ought  to  be  the  police  power,  because  the  closer  the  police  power 
is  to  the  people,  the  less  likely  it  is  to  be  abused. 

Captain  Coffman.  Yes,  sir.  Basically,  it  should  be  up  to  all  of 
the  law-enforcement  agencies  first. 

The  Chairman.  That  is  right. 

Captain  Coffman.  In  answer  to  your  question,  Senator,  the  7th 
of  last  May  the  President  issued  an  Executive  order  defining  a 
defensive  sea  area,  which  extends  somewhat  to  sea  from  the  local 
port.  One  answer  would  be  a  redefinition  of  the  inner  limits  of  that 
sea  area. 

The  Chairman.  You  think  that  would  help  considerably  toward 
meeting  the  present  situation? 

Captain  Coffman.  Yes;  I  believe  that. 

The  Chairman.  Is  there  any  effort  being  made  to  get  that  done? 

Captain  Coffman.  Yes.  Admiral  Blakely  has  been  working  on 
that  for  months.     The  record  is  now  in  Washington. 

The  Chairman.  The  committee  will  work  on  it,  also. 

Is  there  anything  else,  Captain,  you  feel  should  go  into  the  record 
at  this  time? 

Captain  Coffman.  Nothing  I  can  think  of. 

The  Chairman.  Thank  you  very  much,  sir. 

The  committee  will  recess  until  10  o'clock  tomorrow  morning,  at 
which  time  we  will  hear  the  airplane  manufacturers. 

(Whereupon,  at  3: 15  p.  m.,  the  committee  recessed  until  10  a.  m., 
Friday,  August  22,  1941.) 
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United  States  Senate, 
Special  Committee  Investigating  the 

National  Defense  Program, 

Los  Angeles,  Calif. 
The  committee  met  at  10  a.  m.,  pursuant  to  adjournment  on  Thurs- 
day, August  21,  1941,  in  courtroom  No.  8,  United  States  Courthouse, 
Senator  Harry  S.  Truman  presiding. 

Present :  Senators  Harry  S.  Truman,  James  M.  Mead,  and  Mon  C. 
Wallgren. 

Present  also :  Hugh  A.  Fulton,  chief  counsel ;  Charles  P.  Clark,  as- 
sociate chief  counsel. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Douglas 
will  be  the  first  witness.    Will  you  be  sworn  ? 

Do  you  solemnly  swear  to  tell  the  truth,  the  whole  truth,  and  nothing 
but  the  truth,  so  help  you  God? 
Mr.  Douglas.  I  do. 

TESTIMONY  OF  DONALD  WILLS  DOTJGLASi,  PRESIDENT,  DOUGLAS 
AIRCRAFT  CO.,  SANTA  MONICA,  CALIF. 

PROBLEMS  OF  AIRCRAFT  CONSTRUCTION  ON  THE  PACIFIC  COAST 

The  Chairman.  Will  you  take  that  seat  and  give  your  name  and 
connection  to  the  reporter? 

Mr.  Douglas.  Donald  Wills  Douglas,  president  of  Douglas  Aircraft 
Co.,  Santa  Monica. 

The  Chairman.  Mr.  Douglas,  we  are  particularly  interested  in  the 
material  situation  as  it  affects  the  construction  of  aircraft.  We  are 
particularly  interested  in  that  part  of  the  program  which  affects  parts 
and  the  steel  deliveries.  I  would  like  to  have  a  statement  from  you  as 
to  your  conditions  in  that  regard. 

Mr.  Douglas.  Well,  at  the  moment  we  are  in  no  serious  difficulty  due 
to  delay,  but,  of  course,  we  have  had  a  large  program  in  trying  to 
spread  subcontracting  through  many  companies,  many  small 

The  Chairman  (interposing).  We  are  very  much  interested  in  that, 
in  keeping  the  small  companies  in  business.  What  is  your  attitude 
toward  that? 

Mr.  Douglas.  We  are  very  much  for  it,  Senator.  I  think  we  were 
one  of  the  first  to  try  and  subcontract  further  than  industry  had  pre- 
viously done. 
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The  Chairman.  Are  you  having  any  success  at  it  ? 

Mr.  Douglas.  We  are  having  very  good  success.  Of  course,  at  the 
initial  stage  of  such  a  program  we  do  hit  some  bad  conditions ;  in  other 
words,  we  may  pick  certain  subcontractors  who  are  not  capable,  and 
it  takes  a  little  time  to  find  that  out  and  substitute  for  them,  capable 
subcontractors.  But,  on  the  whole,  I  would  say  that  our  experience 
along  that  line  has  been  very  favorable. 

We,  as  you  may  know,  received  a  rather  large  contract  for  the  light 
bomber  last  summer,  and  I  think  we  were  the  first  to  subcontract,  in 
a  large  part,  to  the  automotive  industry.  We  went  to  such  people 
as  Briggs  Body  and  Murray  Body,  and  people  of  that  character  in 
Detroit.  They  have  been  working  on  those  projects  and  are  making 
very  good  progress. 

The  Chairman.  Are  you  using  any  small  manufacturers  in  your 
immediate  neighborhood  here? 

Mr.  Douglas.  Yes,  sir,  Senator.  We  always  have.  The  policy  of 
the  Douglas  Co.  from  the  time  it  started  here,  when  it  had  rather 
insufficient  capital,  was  that,  rather  than  try  to  be  completely  equipped 
itself,  it  went  out  and  helped  develop  small  shops  in  this  Los  Angeles 
area.  So  that  we  have  always  followed  that  practice  here  and  still 
do  so,  and  have  expanded  it  recently. 

The  Chairman.  Are  deliveries  being  held  up  by  the  failure  of  any 
fundamental  metals  such  as  steel,  aluminum,  copper? 

Mr.  Douglas.  Not  at  the  moment.  We  have  a  growing  feeling  that 
there  is  going  to  be  trouble.  Of  course,  we  are  never  in  the  position  of 
knowing  that  as  well  as  people  in  the  O.  P.  M.  who  are  right  on  the 
firing  line  of  the  raw-material  situation. 

The  Chairman.  Well,  I  have  discovered  very  conclusively  that  the 
O.  P.  M.  doesn't  know,  and  that  is  why  I  am  out  here  trying  to  find 
out.  I  am  trying  to  find  out  from  the  people  who  are  interested,  as 
to  what  their  necessities  are,  and  how  they  are  being  treated  by  the 
priorities  situation.     That  is  what  I  am  particularly  interested  in. 

Mr.  Douglas.  Yes,  sir.  Well,  in  general,  I  think  the  thing  is  fairly 
sound.  There  has  recently  been  an  indication  of  trouble  in  steel. 
The  reason  for  that,  of  course,  is  that  the  aircraft  industry  needs,  in 
the  main,  specialties  in  steel,  and  all  of  their  requirements  lumped  to- 
gether represents  a  very  small  percentage  to  the  steel  companies.  I 
think  there  has  been  difficulty  in  getting  steel  companies  to  make  runs 
on  aircraft  steel.  If  that  isn't  corrected  soon — which  we  are  taking 
steps  to  correct — then  there  might  become  a  serious  shortage  on 
certain  steel  specialties  that  we  use. 

As  far  as  the  Douglas  Co.  is  concerned,  to  date  we  have  had  no 
interruption  due  to  any  of  the  aluminum  alloys,  with  the  exception,  in 
some  cases,  of  forgings,  and  that  interruption  or  delay  has  not  been 
because  of  the  basic  shortage  of  material  but,  rather,  some  shortage 
in  the  fabricating  equipment  of  those  people  who  make  forgings. 

The  Chairman.  How  about  the  labor  situation  ? 

Mr.  Douglas.  Well,  the  labor  situation,  Senator,  has  been  under- 
going quite  a  scanning  here  recently.  After  the  strike  at  North 
American  Aviation,  and  the  findings  of  the  Mediation  Board,  which 
resulted  in  quite  an  upping  of  the  minimum-wage  group  and  some 
upping  of  the  more  skilled  men,  the  industry  started,  as  a  unit  here  in 
southern  California,  to  examine  the  whole  situation,  feeling  that  we 
would  have  to  equalize,  and  hope  to  stabilize,  although  we  would  have 
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some  labor  trouble  here.  So  they  constituted  a  committee,  and  we  took 
offices  for  that  committee,  and  members  from  each  of  the  major  con- 
cerns in  Los  Angeles  have  been  meeting  for  some  2  or  3  months. 

Their  first  problems,  they  felt,  toward  equalization  and  stabilization 
was  to  come  to  some  standard  job  classification,  so  that  each  shop  talked 
about  the  same  thing,  meant  the  same  thing  when  they  gave  the  same 
name  to  a  certain  grade  of  mechanic. 

We  felt,  if  we  got  that,  then  we  could  go  into  the  matter  of  seeing 
how  far  the  wages  in  the  different  plants  here  varied  and  how  we  might 
effect,  with  the  Government's  permission  and  approval,  some  equaliza- 
tion in  this  matter. 

About  2  weeks  ago  that  job  classification  committee  finished  their 
study  and  produced  a  very  fine  volume.  They  took,  I  believe,  some- 
thing over  1,100  different  job  classifications  among  the  7  major  com- 
panies here  and  boiled  them  down  to,  I  think,  119,  which  in  itself 
represented  quite  a  bit  of  work,  and  I  personally  believe  is  one  of  the 
most  constructive  jobs  along  that  line  that  any  industry  has  done. 
Ours,  of  course,  is  an  industry  that  has  very  complicated  labor  classi- 
fications. 

They  did  that,  and  then  they  got  from  each  concern  the  labor  rates 
that  were  being  paid,  the  high  and  low  and  average,  in  each  of  those 
job  classifications. 

The  O.  P.  M.  came  into  the  picture.  We  made,  as  an  industry  group 
here,  certain  suggestions  to  the  O.  P.  M.,  particularly  to  Mr.  Hillman, 
suggesting  steps  to  equalize  and  attempt  to  stabilize  the  condition  that 
has  been  caused  by  the  North  American  finding.  That  has  been  a 
very  unsatisfactory  situation.  The  War  and  the  Navy  Departments 
apparently  had  no  part  in  that  and  referred  all  of  those  questions  to 
the  O.  P.  M.,  and,  I  rather  imagine,  rightly. 

Mr.  Hillman  was  never  too  clear  in  his  answers  to  our  queries.  We 
shortly  found  that  it  seemed  impossible,  under  the  present-day  circum- 
stances, to  stabilize  in  accordance  with  the  War  and  Navy  Depart- 
ment's wishes  in  the  matter  of  labor  relations  here.  The  War  and  Navy 
Departments  stated  that  their  idea  of  stabilization  was  that  we  should 
get  from  those  labor  organizations,  where  there  were  any,  a  durable 
stabilization  agreement.  I  never  was  able  to  get  a  definite  definition 
of  what  they  meant,  and  the  nearest  I  came  to  that  was  a  statement 
from  Mr.  Bard,  Assistant  Secretary  of  the  Navy,  that  he  considered 
the  type  of  durable  stabilization  agreement  that  was  arrived  at  in  the 
matter  of  the  shipyards  was  the  thing  that  we  should  get,  and  that, 
gentlemen,  if  you  will  remember,  was  a  2-year  agreement,  with  fixed 
wages,  and  a  provision  for  some  variation  of  wages  based  on  the  cost 
of  living. 

Well,  we  met  out  here,  and  the  union  international  leaders  came  out 
here,  but,  as  soon  as  they  arrived  here,  they  refused  to  sit  down  in  the 
same  room  with  each  other  and  with  the  management  which  their 
unions  had  representation  with. 

The  Chairman.  You  mean  the  A.  F.  of  L.  and  the  C.  I.  O.  wouldn't 
meet  together  ? 

Mr.  Douglas.  They  would  not  meet  together,  no,  Senator,  so  the 
thing  was  really  getting  nowheres. 

Mr.  Hillman  then  called  a  meeting  in  Washington,  which  started 
this  past  Monday,  and  the  same  situation,  to  the  best  of  my  knowledge, 
has  since  prevailed  there.    The  two  major  unions  refused  to  sit  down 
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together.  I  personally  fear  that  there  is  no  chance  of  stabilization 
unless  they  are  made  to  sit  down  together  because  each,  when  they  are 
alone,  negotiating  with  the  companies  that  they  have  representation 
in,  is  afraid  to  make  a  stable  agreement  for  fear  that  the  other  union 
is  going  to  get  something  better  than  them.  So  they  each  say,  "Well, 
we  will  do  so-and-so,  but,  of  course,  if  the  other  fellow  gets  something 
better,  the  deal  is  off." 

Consequently,  as  far  as  I  can  determine  from  the  advice  I  have  had 
from  Washington,  and  what  I  have  seen  out  here,  we  are  no  closer  to 
any  stabilization  or  even  equalization  in  the  wage  structure  in  the 
southern  California  aircraft  industry  today  than  when  we  started  in 
the  latter  part  of  June. 

I  must  go  on  record,  gentlemen,  that  the  industry  here  has  worked 
together  day  and  night,  very  cooperatively.  There  has  been  nothing 
but  the  most  sincere  frankness  between  the  different  factories  here, 
m  their  effort  to  come  to  some  solution  of  this  thing. 

In  turn,  I  think,  too,  that  the  workers,  the  employees,  at  most  of 
our  factories  have  been  very  patient.  It  appeared  to  some  of  us  a 
couple  of  weeks  ago  that  there  was  the  making  for  real,  serious  labor 
trouble,  with  work  interruption  here.  But  our  men  have  been  very 
patient.  They  have  taken  our  statements  that  we  are  working  on 
this  with  the  Government,  and  that  we  are  sure  before  long  we  will 
get  a  satisfactory  solution,  and  they  have  stood  to  and  gone  on  with 
their  work  and  haven't  slowed  up  at  all,  that  I  know  of,  in  any  of 
the  plants.     That,  I  think,  is  a  pleasure  to  be  able  to  report,  sir. 

The  Chairman.  We  are  also  interested,  Mr.  Douglas,  in  the  ex- 
pansion program.  Who  pays  for  the  expansion  program  in  these 
various  plants,  that  is  the  additions  to  the  Douglas  plant,  and  Con- 
solidated and  Lockheed? 

Mr.  Douglas.  In  the  main,  I  would  say  the  Government  is  paying 
for  it,  Senator,  but,  of  course,  all  of  the  companies,  in  turn,  have 
also  spent  some  of  their  own  money.  Our  policy  at  Douglas  has 
been  like  this :  All  expansions  at  our  parent  plant  at  Santa  Monica, 
we  pay  for  from  our  own  capital.  That  goes  also  for  El  Segundo 
plant. 

Our  Long  Beach  plant,  which  is  the  emergency  plant,  was  built 
entirely  of  Government  funds,  in  a-  rather  roundabout  way,  of  course. 
That  was  built  under  the  emergency  plant  facilities  affair,  wherein 
the  banks  loaned  a  holding  company  the  money  to  build  the  plant; 
then  the  Government,  in  turn,  contracted  with  that  holding  company 
to  pay  off  that  plant  in  60  monthly  installments.  In  effect,  however, 
it  is  a  Government  plant. 

The  plant  we  are  building  at  Tulsa  is  a  Government-owned  plant. 
The  Corps  of  Engineers  are  building  that,  building  it  with  Govern- 
ment funds  directly.  That  plant  then  will  be  leased  to  the  Douglas 
Co.  for  us  to  construct  bombers  at  that  site. 

The  Chairman.  How  about  the  profits  on  these  Government  con- 
tracts ? 

Mr.  Douglas.  Our  experience,  Senator  Truman,  is  this:  If  I  may 
read  from  my  accounting  department's  records,  in  the  fiscal  year 
of  1940  which,  with  us,  ends  on  the  1st  of  December,  we  lost  on  all 
our  Army  business  $105,032,  and  on  all  our  Navy  business,  $1,037,619, 
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or  during  that  year  of  1940  we  have  lost  on  all  our  Government  busi- 
ness a  total  of  $1,142,651. 

For  the  6  months  of  our  next  fiscal  year,  ending  May  31,  1941,  we 
lost  on  our  Army  business  $1,653,139,  on  our  Navy  business,  $187,743, 
or  during  those  first  6  months  of  '41  we  lost  on  all  our  Government 
business  $1,840,882. 

We  have  made  money  in  the  Douglas  Co.  but  that  has  been  made 
off  foreign  and  commercial  business.  We  have  made  no  money,  and 
have  lost  money  only  on  our  Government  business  for  the  last  year 
and  one-half. 

Senator  Wallgren.  When  did  you  start  filling  foreign  contracts? 
How  long  ago? 

Mr.  Douglas.  We  have  always  had  some  foreign  business,  Senator. 
Do  you  mean  in  connection  with  the  present  emergency? 

Senator  Wallgren.  Yes. 

Mr.  Douglas.  Well,  let's  see — dates  get  kind  of  fuzzy — but  it  was 
before  the  war. 

Senator  Wallgren.  Before  the  war? 

Mr.  Douglas.  The  French  came  here,  before  the  war,  in  '39  and 
started  placing  orders. 

Senator  Wallgren.  You  have  been  making  ships  for  several  coun- 
tries, haven't  you  ? 

Mr.  Douglas.  Yes. 

Senator  Wallgren.  And  in  each  instance  you  have  been  making 
a  little  money? 

Mr.  Douglas.  That  is  right. 

Senator  Wallgren.  But  you  haven't  made  any  money  off  Ameri- 
can contracts? 

Mr.  Douglas.  Correct. 

Senator  Wallgren.  I  presume  you  would  favor  a  program  with 
the  Government  that  would  permit  the  Government  to  pay  you  a 
bonus  on  any  money  that  you  might  save  to  the  Government  in  the 
construction  of  ships. 

Mr.  Douglas.  Yes;  I  believe  in  that  system.  The  industry  has 
talked  of  that  from  time  to  time,  Senator. 

Senator  Wallgren.  When  it  comes  to  the  matter  of  experiments, 
are  those  experiments  financed  by  the  Federal  Government  ? 

Mr.  Douglas.  No  ;  only  in  that  they  pay  a  contract  price,  in  some 
cases-  for  the  construction  of  experimental  airplanes. 

Senator  Wallgren.  Well,  assuming  that,  in  your  experiments,  you 
do  something  unusual,  would  it  belong  to  you  or  belong  to  your 
factory?     Would  you  have  control  of  that? 

Mr.  Douglas.  Not  if  it  were  built  on  contract  for  the  United  States 
Government. 

The  Chairman.  Does  the  cost  of  financing  patents  in  the  industry, 
in  your  opinion,  prevent  initiative  in  new  inventions,  and  things  of 
that  sort? 

Mr.  Douglas.  No,  Senator ;  I  don't  believe  it  does. 

Senator  Wallgren.  Is  the  War  Department  doing  anything  to 
encourage  you  to  experiment,  or  is  it,  you  might  say,  discouraging 
you  against  further  experimentation? 
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Mr.  Douglas.  I  shouldn't  say  they  are  discouraging  us.  It  has 
been  discouraging  some  in  the  past,  in  that  it  has  been  difficult  at 
times  to  obtain  proper  prices  for  experimental  business. 

Senator  Wallgren.  Let's  take  the  case  of  this  B-19.  What  was 
the  cost  of  that  to  the  factory?  I  have  heard  that  you  folks  lost  a 
little  money  on  that. 

Mr.  Douglas.  Yes,  sir;  we  did.  The  cost  to  date  on  that  airplane 
was  $3,970,685,  and  our  total  contract  consideration,  when  it  is 
complete,  which  should  be  shortly,  $1,400,563. 

Senator  Wallgren.  You  mean  you  lost  two  and  one-half  million? 

Mr.  Douglas.  We  lost  $2,575,122. 

Senator  Wallgren.  Did  the  War  Department  ask  you  to  make  any 
changes  when  you  started  that? 

Mr.  Douglas.  Yes,  sir.     There  were  a  number  of  changes  made. 

The  Chairman.  Do  you  have  difficulty  with  the  War  and  Navy 
Departments  asking  for  changes  in  the  course  of  construction,  on 
orders  of  planes? 

Mr.  Douglas.  That,  in  this  business  which  is  a  dynamic  one,  is 
always  a  difficulty.    I  think  it  is  one  that  no  one  can  be  blamed  for. 

The  Chairman.  It  nevertheless  causes  delay? 

Mr.  Douglas.  It  does,  Senator.  It  is  a  very  difficult  thing  when 
a  change  is  instituted  in  the  middle  of  a  program.  It  is  a  very 
difficult  thing  for  us  to  estimate  what  the  cost  of  that  is  to  us.  That 
is  where  we  so  frequently  take  a  rather  bad  beating  on  our  cost  on 
experimental  work  or  on  production. 

Senator  Wallgren.  Let  me  get  this  picture  right.  You  mean  to 
say  you  spent  $3,970,000  on  the  construction  of  a  ship  that  was 
experimental  ? 

Mr.  Douglas."  Correct. 

Senator  Wallgren.  After  you  had  completed  that  ship,  had  it 
been  a  success,  you  wouldn't  have  owned  it,  you  wouldn't  have  owned 
the  patents  on  it? 

Mr.  Douglas.  Well,  there  are  no  specific  patents,  Senator. 

Senator  Wallgren.  It  wouldn't  be  considered  your  ship,  would  it? 

Mr.  Douglas.  The  design  would  be  our  design,  but  the  War  De- 
partment policy,  where  they  have  paid  a  contract  price  on  an  ex- 
perimental plane  is  that  they  have  an  intrinsic  right  in  it.  Should 
they  want  to  buy  more,  and  should  they  not  feel  they  could  make 
the  proper  arrangement  with  me,  they  would  feel  free  then  to  take 
that  design  and  go  to  some  other  constructor  and  ask  him  to 
build  it. 

Senator  Wallgren.  Is  this  $1,450,000  the  Government  paid  you, 
just  the  down  payment  of  the  Government?  Aren't  they  going  to 
pay  any  more? 

Mr.  Douglas.  No  ;  I  am  afraid  they  aren't  going  to  pay  any  more. 

Senator  Wallgren.  And  you  are  stuck  for  two  'and  one-half 
million  ? 

Mr.  Douglas.  I  am  afraid  we  are. 

Senator  Wallgren.  And  you  have  been  losing  money  on  Govern- 
ment contracts  ? 

Mr.  Douglas.  For  the  last  18  months. 

Senator  Wallgren.  Do  you  know  whether  that  is  the  history  of 
the  men  who  have  been  engaged  in  making  planes  for  the  War 
Department  ? 
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Mr.  Douglas.  I  am  quite  sure  the  industry  as  a  whole,  on  the  average, 
has  always  lost  money  on  the  experimental  business. 

Senator  Wallgren.  How  about  its  regular  business?  Is  that  the 
reason  why  you  have  lost  money  on  Government  contracts,  that 
two  and  one-half  million  ?  Has  it  eaten  into  your  profits  and  put  you 
in  the  red? 

Mr.  Douglas.  There  have  been  other  losses  than  those  I  have  cited. 

Senator  Wallgren.  Even  with  that  wiped  out  you  would  still  have 
a  loss? 

Mr.  Douglas.  That  is  right. 

Senator  Wallgren.  What  kind  of  ships  are  you  manufacturing  ? 

Mr.  Douglas.  I  beg  your  pardon. 

Senator  Wallgren.  What  type  of  ships  are  you  manufacturing  out 
there  ? 

Mr.  Douglas.  We  are  manufacturing  civilian  and  Army  transports 
of  two-  and  four-engine  types.  We  are  manufacturing  a  light  bomber 
for  the  British  and  for  our  Army.  We  are  getting  ready  to  manu- 
facture the  four-engine  Consolidated  bomber  in  Tulsa  in  connection 
with  Henry  Ford.  We  are  getting  ready  to  build  the  four-engine 
Boeing  at  Long  Beach  as  a  joint  venture  with  the  Lockheed  Co.  and 
the  Boeing  Co.,  and  we  are  also  building  dive  bombers  at  El  Segundo. 

Senator  Wallgren.  How  about  your  plant  out  here  at  Long  Beach  ? 
That  isn't  completed  yet. 

Mr.  Douglas.  The  first  unit  is  very  close  to  completed,  Senator. 
You  see,  that  was  started  for  a  certain  project.  That  was  started  to 
construct  in  it  only  light  bombers  and  some  Army  transports.  Here 
last  spring,  when  the  Army  decided  to  build  great  quantities,  or 
greater  quantities  of  four-engine  airplanes,  they  then  came  to  us  and 
asked  us  to  cancel  out  some  of  the  light  bombers  and  to  take  on  the 
construction  of  a  large  number  of  the  Boeing  four-engine  bombers. 

We  looked  into  that  and  found  out  that,  even  though  we  canceled 
about  half  of  our  order  that  was  to  be  built  from  Long  Beach,  of  the 
light  bomber,  we  still  would  not  have  enough  plant  there.  So  it  in- 
volved obtaining  facilities  about  double  those  that  we  had  started  in 
Long  Beach.  So  we  are  right  at  the  moment  about  to  finish  the 
initial  development,  which  is  approximately  a  $12,000,000  development 
at  Long  Beach.  We  have  been  for  some  weeks  and  shortly  hope  to 
conclude  the  negotiations  with  the  Government  for  the  financing  and 
initiating  of  the  construction  of  another  unit,  of  approximately  the 
same  size  there  in  Long  Beach ;  in  other  words,  doubling  what  we  had 
originally  started  to  do  at  the  Long  Beach  plant.  We  will  then  be 
building  at  Long  Beach,  you  see,  C-47  cargo,  the  A-20-B  light  bomber 
and  the  Boeing  B-17-E  four-engine  bomber. 

Senator  Wallgren.  How  many  men  do  you  anticipate  employing  at 
this  plant  at  Long  Beach  ? 

Mr.  Douglas.  It  looks  at  though  it  may  go  as  high,  at  the  peak,  as 
25,000  men. 

Senator  Wallgren.  Where  are  those  men  going  to  be  housed? 
Have  you  given  any  thought  to  that  ? 

Mr.  Douglas.  Yes,  we  have;  and  we  are  looking  into  the  matter, 
because  we  are  rather  worried  that  there  isn't  going  to  be  housing 
enough  for  that  number  in  the  immediate  vicinity  of  the  plant. 

Senator  Wallgren.  The  same  way  with  me.  I  have  looked  the 
plant  over.     I  have  seen  the  situation. 
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Mr.  Douglas.  Then,  too.  Senator,  you  see,  subsequent  to  the  time 
that  we  first  started  building  any  plant  at  Long  Beach  there  came 
the  large  expansion  of  the  shipyards  in  the  San  Pedro  and  Wilming- 
ton yards.  That  has  imposed  another  labor  load  on  that  district, 
that  was  not  originally  contemplated  when  that  plant  went  down 
there. 

Senator  Wallgren.  It  looks  to  me  that  you  just  wouldn't  be  able 
to  open  with  sufficient  men  at  the  present  time,  without  undergoing 
an  unusual  problem  as  far  as  transportation  is  concerned  to  and  from 
the  plant,  in  addition  to  actually  locating  the  skilled  men,  technical 
men,  that  you  are  going  to  need.  I  can't  quite  see  it;  somehow  you 
boys  seem  to  be  able  to  do  it.  Right  now  it  looks  like  a  bad  prospect 
to  me.     I  am  wondering  whether  it  looks  that  way  to  you. 

Mr.  Douglas.  It  does,  Senator,  and  we  are  making  moves  to  try 
and  get  some  form  of  Federal  housing  there.  We  doubt  that  private 
capital  can  be  enticed  to  build  sufficient  housing  to  handle  what  we 
believe  will  be  needed.  There  has  been  some  evidence  of  private 
contractors  being  willing  to  go  ahead  as  far  as,  we  will  say,  500 
homes,  and  they  have  been  trying  to  get  priorities,  and  we  have  been 
trying  to  aid  them  to  get  priorities,  so  they  would  have  courage  to 
start  their  construction,  but  I  doubt  if  500  homes  there  is  going  to 
much  more  than  scratch  the  surface. 

Senator  Wallgren.  A  little  while  ago  you  mentioned  the  fact  that 
there  was  same  shortage  of  steel.     What  type  of  steel  do  you  use? 

Mr.  Douglas.  Most  of  our  steel  is  alloy  steel,  bars,  f  orgings,  or  in 
tubing. 

Senator  Wallgren.  That  all  comes  from  the  east  coast? 

Mr.  Douglas.  That  is  right. 

Senator  Wallgren.  Do  you  have  a  prepared  statement  that  you 
want  to  leave  ? 

Mr.  Douglas.  Yes,  Senator,  I  have  one  I  would  like  to  put  on  the 
record  and,  if  you  wish,  read  it. 

The  Chairman.  Proceed  and  read  it,  Mr.  Douglas. 

Mr.  Douglas  (reading  Exhibit  No.  110)  : 

Gentlemen  :  I  am  grateful  for  the  opportunity  of  assisting  your  honorable 
body  in  the  important  task  you  are  performing  for  the  people  of  the  United 
States  in  your  investigation  of  this  Nation's  defense  efforts. 

Because  I  feel  it  may  be  of  additional  help  to  you  in  your  interpretation  of 
the  many  facts  and  figures  certain  to  be  developed  in  this  phase  of  your  inquiry, 
I  have  asked  for  the  privilege  of  making  this  preliminary  statement  as  a  brief 
outline  of  the  many  complex  and  intangible  factors  which  play  such  a  vital  part 
in  all  our  undertakings  for  defense. 

I  am  confident  the  testimony  produced  before  you  here,  and  elsewhere,  will 
disclose,  among  other  things,  the  tremendous  scope  and  intensity  of  the  +ask 
assigned  us  in  the  aircraft  industry  in  this  emergency.  I  am  equally  confident 
the  evidence  will  show  that  the  industry  has  done  a  magnificent  job  in  trans- 
forming almost  overnight,  a  small  group  of  limited,  conservative  operations  into 
a  Nation-wide  network  of  huge  plants  battling  to  produce  in  2  years  what  took 
other  nations  7  or  8  years  to  do. 

In  support  of  this  statement  let  me,  parenthetically,  invite  your  attention  to 
the  following  figures  compiled  by  the  Office  of  Production  Management. 

On  January  1,  1939,  or  before  this  notable  expansion  began,  the  industry's  total 
floor  space,  excluding  that  of  parts  and  accessories  manufacturers,  was  9,454,550 
square  feet.  Eighteen  months  later  the  number  of  square  feet  had  grown  to 
40,096,497. 

Durinsr  that  same  period  the  number  of  employees  had  increased  from  44,296 
to  281,306  and  the  total  weekly  pay  roll  from  $1,532,723  to  $10,605,321. 
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Perhaps  an  even  more  significant  index,  particularly  since  it  demonstrates  that 
our  rate  of  accelerated  production  continues,  is  the  increase  of  man-hours  during 
the  4  months  of  March,  April,  May,  and  June  1941.  These  were,  on  March  1, 
39,327,978 ;  by  July  1,  46,620,965,  or  a  gain  in  this  brief  interval  of  better  than 
10  percent. 

As  for  production,  the  O.  P.  M.  figures  for  the  12-month  period  from  July  1, 
1940,  when  large-scale  operations  actually  got  under  way,  show  that  the  industry 
turned  out  11,640  planes.  Of  these,  7,423  airplanes  were  delivered  in  the  latter 
half  of  this  period,  thus  further  corroborating  the  statement  that  our  war  effort 
continues  with  no  slackening. 

Neither  our  industry  nor  any  other  industry  in  this  country  was  burdened 
ever  with  so  immense  a  task  with  so  little  preparation  or  warning.  Under  the 
unusual  circumstances,  ordinary  procedures  had  to  be  scrapped.  In  many  in- 
stances, quick  action  became  preferable  to  economy,  and  speed  of  necessity  took 
the  place  of  ordinary  caution  and  routine  procedures. 

From  this  grew  numerous,  and  often  costly,  mistakes  on  the  part  of  those  who 
had  to  make  decisions  and  shoulder  responsibility. 

Viewed  as  a  whole,  from  the  perspective  of  a  Nation-wide  effort  of  a  gigantic 
size,  ordinary  or  isolated  instances  or  such  mistakes  in  judgment  or  policy  lose 
their  importance.  It  is  the  over-all  picture,  I  venture  to  suggest,  that  counts, 
and  in  this,  I  know,  the  committee  will  find  the  aircraft  industry  performing 
valuable  and  efficient  service  to  our  Nation,  and  to  embattled  democracies  every- 
where. 

In  this  connection,  I  cannot  let  the  opportunity  pass  without  paying  sincere 
and  heartfelt  tribute  to  the  American  aircraft  worker.  In  large  measure,  the 
unquestionable  superiority  of  United  States  airplanes  in  war  service  abroad 
should  be  credited  to  his  craftsmanship  and  the  painstaking  care  with  which 
he  performs  the  tasks  to  which  his  hands  are  set. 

But  building  airplanes  is  not  altogether  a  matter  of  skill,  brawn,  engineering 
brains,  and  proper  equipment.  It  is  also  a  matter  of  spirit  and  I  say  without 
reservation  that  his  cheerful  approach  to  the  job  at  hand,  his  eagerness  to  share 
in  our  defense  effort,  and  his  single-purposed  will  to  final  victory  is  one  of  the 
aviation  industry's  greatest  assets. 

Because  we  are  living  in  critical  and  crushing  days  of  preparation  and  expan- 
sion, we  have  learned  to  understand  and  appraise  in  their  true  light  what  at 
first  seemed  to  us  to  be  cases  of  indifference,  incompetence,  or  injustice  in  official 
circles.  We  learned  to  be  patient  and  to  reflect  that  public  officials  whose  acts  or 
policies  at  times  appeared  oppressive  or  ill-founded,  often  labored  under  the 
same  handicaps  and  disadvantages  that  confronted  us  in  our  problems. 

Of  course,  that  is  not  true  of  everything  and  everyone,  and  your  honorable 
body  can,  and  no  doubt  will,  be  the  best  judge  in  the  matter.  I  think  you  will 
be  happy  to  learn,  however,  that  we,  in  our  company  and  in  the  industry,  can 
testify  to  many  instances  of  splendid  cooperation  and  helpful  spirit  on  the  part 
of  scores  of  Army  and  Navy  officials  and  other  Government  executives  whose 
burdens  were  and  still  are  no  less  complex  than  ours,  and  whose  actions  also 
were  subject  to  the  thousand  shocks  and  ills  that  go  with  an  all-out  effort  of  a 
large  nation. 

It  is  because  of  this  helpful  spirit  on  the  part  of  many  in  our  armed  services, 
and  because,  as  I  have  endeavored  to  suggest,  the  job  was,  and  still  is,  so  tre- 
mendous and  exacting,  that  I  hope  you  will  see  fit  to  approach  any  critical  testi- 
mony I  may  be  asked  to  reveal,  more  as  a  measure  of  difficulties  and  complica- 
tions inherent  in  a  task  so  great  and  so  unexpected,  than  as  a  personal  criticism 
of  individuals  or  organizations  within  the  structure  of  our  governmental  ma- 
chinery. I  feel  sincerely  this  should  be  our  approach,  because  facts  and  policies 
can  and  will  speak  for  themselves  but  individuals  may  not  always  be  able  to  do  so. 

(The  statement  referred  to  was  marked  "Exhibit  No.  110"  and  ap- 
pears in  full  in  the  text.) 

Senator  Wallgren.  Mr.  Douglas,  do  you  believe  that  it  is  necessary 
to  put  all  the  aircraft  industry  into  this  one  small  area,  as  you  are 
doing  in  California? 

Mr.  Douglas.  No  ;  I  have  never  approved  of  that,  Senator. 

Senator  Wallgren.  We  have  more  than  50  percent  of  all  the  air- 
planes manufactured  in  this  country  manufactured  right  down  here 
in  this  area. 
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Mr.  Douglas.  Well,  I  think  it  is  unfortunate  that  that  oc- 
curred. Of  course,  it  did  occur  because  of  the  speed  with  which 
we  were  asked  to  go  into  the  thing,  you  see.  When  speed  is  the 
first  thing,  it  is  rather  hard,  at  the  same  time  that  you  are  expand- 
ing, to  go  and  do  a  great  part  of  that  expansion  in  other  areas. 

Senator  Wallgren.  On  the  other  hand,  it  must  be  quite  difficult 
to  try  and  move  plants  inland  and  there  obtain  employees  to  work 
in  those  plants. 

Mr.  Douglas.  Yes;  it  is.  It  is  a  rather  large  job,  for  instance, 
in  our  case  to  go  and  start  a  new  plant  of  quite  a  size,  in  a  town  like 
Tulsa,  Okla.  We  don't  know  much  about  local  conditions  there. 
We  are  certainly  aware  of  the  fact  that  there  is  not  much  labor 
available  of  the  type  that  we  need,  but  we  are  prepared  to  tackle 
the  problem.     We  know  it  is  quite  a  large  one. 

Senator  Wallgren.  I  think  that  is  all.  I  think  you  are  doing  a 
great  job. 

Senator  Mead.  Mr.  Douglas,  if  I  may  ask  a  question.  I  realize 
that  this  war  is  different  from  the  wars  of  the  past  because  it  requires 
an  accumulation  of  equipment  never  used  before,  equipment  that 
takes  a  long  time  to  prepare,  equipment  such  as  bombers  and  tanks, 
and  so  forth.  It  also  requires  a  long  period  of  training  that  wasn't 
so  in  the  old  days. 

Now,  unfortunately  for  the  democracies,  that  equipment  was  avail- 
able and  that  training  was  present  for  the  Axis  Powers.  They  had 
7  years  to  get  ready.  The  democracies  have  been  striving  hurriedly, 
just  as  you  explained,  to  do  the  very  best  job  they  possibly  could 
do. 

Our  initial  task  seemed  to  be  to  send  a  sufficient  volume  of  supplies 
to  protect  the  British  Isles  from  invasion.  All  of  the  various  fronts 
have  fallen  down;  strategic  retreats,  one  after  another,  have  taken 
place,  to  the  extent  that  it  may  be  having  an  effect  upon  the  morale 
of  our  people. 

Now,  we  are  continuing  to  send  our  equipment,  to  England.  Evi- 
dently the  high  staff  and  the  high  command  have  no  plans  for  the 
immediate  use  of  it,  insofar  as  invasion  of  other  countries  is  con- 
cerned, or  insofar  as  its  aggressive  use  by  creating  another  front. 

What  I  would  like  to  know  is  this:  Is  that  percentage  of  your 
output  assigned  to  Great  Britain  leaving  here  quickly?  Is  it  being 
ferried  across  without  delay  and,  to  your  knowledge,  is  it  uncrated 
and  used  as  soon  as  it  gets  over  there  ?  What  could  you  tell  us  about 
that? 

Mr.  Douglas.  I  can  tell  you  this,  Senator  Mead,  that  our  airplanes, 
to  begin  with,  are  not  being  ferried  over. 

Senator  Mead.  Well,  shipped  over? 

Mr.  Douglas.  The  one  that  we  are  supplying  the  British  is  a  light 
bomber  which  hasn't  enough  range,  you  see.  It  is  being  shipped. 
There  has  been,  at  times,  some  delays  at  the  shipping  points,  such  as 
New  York,  due  to  the  shipping  situation,  but,  in  the  main,  I  think 
they  have  moved  rather  fast ;  they  have  moved  across.  We  don't,  of 
course,  know  ourselves  what  losses  there  may  have  been,  but  we  know 
that  they  have  been  used,  and  we  have  had  numerous  reports  of  their 
being  satisfied  with  them.     I  couldn't  say  that  they  were  all  used  or 
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they  weren't  all  used,  because  I  don't  know.  But  I  would  judge  from 
what  we  have  heard — this  is  rather  third-hand — that  they  are  all  being 
used. 

Senator  Mead.  I  am  told — we  are  told  at  least  that  they  have  about 
700  airports  in  Great  Britain,  probably  all  stocked  with  ships,  and 
there  seems  to  be,  except  for  R.  A.  F.  raids  on  the  invasion  ports, 
which  have  been  in  progress  for  the  last  year  and  one-half  or  2,  and 
a  few  raids  on  the  hinterland,  very  little  use  of  some  of  the  equip- 
ment we  are  sending  over.  In  fact,  we  read  in  the  newspapers  and 
in  the  magazines  that  there  are  a  great  many  of  our  planes  uncrated 
over  in  England  and  that  they  are  stored  along  the  docks  and  the 
wharves  in  the  boxes  in  which  they  were  sent  over. 

Now,  of  course,  if  that  is  true,  in  view  of  the  fact  that  there  are  so 
many  other  fighting  fronts  where  equipment  is  necessary  now  to  pre- 
vent this  succession  of  strategic  retreats,  we  want  to  see  to  it  that  the 
equipment,  the  necessary  equipment,  is  at  these  fronts  where  their  use 
at  present  will  be  in  the  best  interest  of  our  own  security.  For  in- 
stance, if  this  great  Pacific  coast  is  left  vulnerable  by  an  inadequacy  of 
bombers  at  Hawaii  and  Guam,  at  the  Philippines,  at  Batavia,  and  at 
other  Pacific  strategic  points,  it  would  certainly  be  to  our  advantage 
to  see  that  that  weakness  was  immediately  taken  care  of,  rather  than 
to  be  shipping  planes  where  they  are  accumulating  and  where  there 
may  not  be  an  immediate  use  for  them.  Experts  who  inform  public 
opinion  as  to  what  should  be  done,  military  experts,  columnists, 
who,  by  the  way,  are,  fortunately,  not  fighting  the  war 

The  Chahjman  (interposing).  And  know  very  little  about  it,  in  my 
opinion. 

Senator  Mead.  Yes — keep  telling  us  that  this  accumulation  is  con- 
tinuing, that  this  new  front  is  not  being  opened  up.  Well,  we  want 
to  make  sure  that  this  criticism  is  unwarranted,  by  seeing  to  it  that 
this  equipment  which  takes  a  long  period  of  time  to  accumulate  is  sent 
where  it  is  going  to  be  used  in  the  best  interests  of  our  own  national 
security.  I  am  thinking  of  this  Pacific  situation,  particularly,  at  this 
moment. 

Mr.  Douglas.  We  don't  have  any  really  authentic,  first-hand  in- 
formation ourselves  on  that  matter.  We  do  know,  of  course,  that  our 
equipment  is  not  only  going  to  England  but  is  going  to  some  of  the 
other  fronts. 

Senator  Mead.  And  it  is  leaving  promptly,  and  you  know  it  is 
being  used. 

Mr.  Douglas.  It  is  leaving  as  promptly  as  one  could  reasonably 
expect,  under  the  circumstances. 

The  Chairman.  Thank  you,  Mr.  Douglas.  The  photographers 
are  very  anxious  to  have  a  picture  of  you  with  this  committee.  If 
you  feel  inclined  to  have  it  made  we  will  adjourn  for  a  few  minutes 
and  have  it  made. 

(The  committee  took  a  short  recess  at  this  point.) 

The  Chairman.  The  committee  will  come  to  order. 

Mr.  Kindelberger,  will  you  be  sworn?  Do  you  solemnly  swear 
to  tell  the  truth,  the  whole  truth,  and  nothing  but  the  truth,  so  help 
you  God? 

Mr.  Kindelberger.  I  do. 
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TESTIMONY  OP  J.  H.  KINDELBERGER,  PRESIDENT,  NORTH  AMERI- 
CAN AVIATION  CORPORATION,  LOS  ANGELES,  CALIF. 

The  Chairman.  Will  you  be  seated,  Mr.  Kindelberger,  and  give  the 
reporter  your  name  and  connections? 

Mr.  Kindelberger.  J.  H.  Kindelberger,  president,  North  American 
Aviation  Corporation. 

The  Chairman.  Mr.  Kindelberger,  you  heard  the  testimony  of 
Mr.  Douglas.  What  we  are  particularly  interested  in  is  the  obtain- 
ing of  parts,  metals,  and  things  of  that  sort.  Are  you  having  any 
difficulty  in  your  plant  ? 

Mr.  Kindelberger.  Yes;  we  are,  Senator.  I  brought  Mr.  Monroe 
here  with  me.  He  has  charge  of  our  materials  entirely.  I  would 
suggest,  if  it  is  agreeable  with  you,  that  we  leave  that  for  discussion 
with  him  because  he  can  answer  it  in  so  much  more  detail. 

The  Chairman.  All  right,  we  will  do  that.  Then  the  labor  situa- 
tion as  it  affects  you. 

Mr.  Kindelberger.  As  you  know,  Senator,  we  have  just  gone 
through  a  war.  As  a  matter  of  fact,  I  just  got  over  being  a  cor- 
poral about  a  month  ago.  We  had  the  strike,  as  you  know,  and  the 
Army  moved  in  and  policed  the  place.  The  same  day  they  came  in, 
in  the  morning,  about  2,000  of  our  people  came  back  to  work;  the 
next  day  we  had  5,000,  and  the  next  day  we  had  6,900  on  the  day 
shift,  which  was  a  normal  day's  operation.  They  went  right  back 
to  work  and  have  been  doing  a  very  fine  job  ever  since. 

There  was,  in  the  beginning,  a  little  nervousness  and  slight  dis- 
satisfaction, but  that  smoothed  out  very  quickly,  and  we  have  been 
surprised  and  delighted  at  how  easily  everybody  dropped  back  into 
the  old  groove  and  have  gone  to  work. 

We,  of  course,  have  been  very  much  interested  in  the  labor  stabiliza- 
tion situation,  the  same  as  Mr.  Douglas.  I  think  he  gave  a  very  fine 
story  on  that,  and  I  see  very  little  to  add  to  that.  We  are  in  the  posi- 
tion of  waiting  now  until  this  Washington  conference  is  completed. 
We  expect,  then,  to  put  into  effect  a  classification  which  is  complete,  as 
a  result  or  some  months  of  very  hard  study  by  experts  which  have 
been  called  in  from  various  trades  to  help  us.  We  feel  that  we  will 
have  a  very  much  more  equitable  and  reasonable  pay  scale  throughout 
the  industry  as  a  result  of  all  of  our  troubles. 

I  think  there  is  no  question  that  we  were  not  completely  blameless 
in  our  pay  scales,  principally  due  to  the  fact  that  we  had  six  and  eight 
times  expansions,  all  of  us — explosions  rather  than  expansions.  Things 
were  a  little  out  of  hand. 

The  Chairman.  Will  this  reclassification  Mr.  Douglas  was  talking 
about  be  any  asset  to  you  in  making  this  adjustment? 

Mr.  Kindelberger.  Yes;  it  will.  It  is  a  very  necessary  thing.  As 
he  explained,  it  starts  out  with  the  description  of  a  job,  according  to 
a  certain  name  for  that  job,  evaluating  as  to  what  the  requirements 
may  be  that  are  necessary  to  have  a  man  classified  as  such  an  operator, 
and  the  various  degrees.  Then,  by  well-established  industrial  engi- 
neering, mathematical  formulas,  it  is  possible  to  get  comparative  rates 
that  should  be  paid,  in  consideration  of  the  skill,  time,  experience 
required,  the  hazard,  the  physical  effort,  all  of  the  other  things  that 
go  to  make  up  the  job.     By  getting  that  done  scientifically,  it  results 
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in  a  very  much  more  equitable  arrangement  than  depending  upon  any 
one  person's  judgment,  and  that  has  been  done. 

The  Chairman".  Are  you  having  difficulty  with  the  War  Department 
and  the  Navy  changing  plans  on  planes  after  they  are  in  production  ? 

Mr.  Kindelberger.  Oh,  yes ;  we  always  have  had,  but,  of  course,  since 
the  war  has  become  a  little  more  intense,  it  has  become  a  very  serious 
problem.  I  have  no  criticism  of  either  the  War  Department  or  the 
Navy  Department  on  that.    It  is  just  a  situation. 

The  Chairman.  Those  changes  are  necessary  if  you  are  going  to  keep 
uj3  to  date,  but  they  necessarily  delay  delivery,  don't  they  ? 

Mr.  Kindelberger.  They  must.  As  an  example,  we  are  building  a 
bomber  which  had  certain  armament.  That  armament  was  decided 
upon  2y2  years  ago,  when  the  War  Department  specifications  were 
prepared.    It  was  found  that  the  armament  was  inadequate. 

The  Chairman.  That  was  as  a  result  of  the  experience  of  the  war? 

Mr.  Kindelberger.  As  a  result  of  the  experience  of  the  war.  There- 
fore, it  became  necessary  to  quadruple  the  amount  of  defensive  arma- 
ment that  is  put  on  the  airplane.  In  doing  so,  naturally,  the  weight 
of  the  airplane  was  greatly  increased.  In  increasing  the  weight  of  the 
airplane  10  or  15  percent,  going  into  a  new  group  of  those  planes,  it 
was  advisable  to  redesign  the  structure  completely,  which  meant 
recalculating  every  strength  part  on  the  airplane,  in  order  that  it 
would  be  strong  enough  to  carry  the  greater  load  of  armament,  as 
one  example. 

There  have  been  things  of  radio,  new  discoveries  in  the  way  of 
bomb  sights,  and  miscellaneous  other  things  which  it  is  difficult  to 
discuss  publicly.  The  net  result  is  that  we  have  had,  and  everybody 
else  has  had,  a  continuous  stream  of  changes.  Both  the  Army  and 
the  Navy  have  been  most  considerate  in  realizing  the  seriousness  of 
the  thing  and  in  agreeing  with  us  on  a  point  at  which  the  change  could 
be  made  with  the  least  interruption  in  production.  But  no  change 
can  be  made  without  in  some  way  interrupting  the  flow. 

The  Chairman.  Has  the  plant  expansion  in  your  case  been  handled 
as  it  was  with  Douglas  ? 

Mr.  Kindelberger.  How? 

The  Chairman.  How  has  the  plant  expansion  been  financed  in  your 
instance  ? 

Mr.  Kindelberger.  We  have  had  three  different  schemes,  Senator. 
We  have  expanded  double  the  size  of  our  plant  in  Inglewoocl,  and  we 
paid  for  that  out  of  our  own  capital  entirely.  The  plant  in  Dallas 
is  a  Defense  Plants  Corporation  plant,  which  is  owned  by  the  corpo- 
ration set  up  under  R.  F.  C,  and  is  leased  to  us  and  we  operate  it.  We 
designed  the  plant  and  all  its  equipment,  special  equipment,  super- 
vised the  construction,  and  saw  the  whole  thing  through  for  a  fee  of  $1. 

The  same  thing  was  done  in  Kansas  City,  except  that  we  supervised 
all  the  design  specifications  and  all  of  the  special  equipment,  but  it 
was  built  by  the  Corps  of  Engineers  directly  with  Government  funds 
and  will  be  leased  by  the  War  Department  to  us.  In  Kansas  City 
we  will  build  the  B-25  bombers,  parts  of  which  will  be  built  by  Gen- 
eral Motors  as  well  as  ourselves.  Fisher  Body  is  to  supply  a  large 
percentage  of  the  parts  from  a  plant  they  are  erecting  in  Memphis, 
Tenn.  That  plant  is  Government- owned.  The  Dallas  plant  is  com- 
pletely Government-owned.     Our  plant  in  Inglewood  is  completely 
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owned  by  ourselves,  with  the  exception  of  some  equipment  which  is 
Defense  Plants  Corporation  equipment.  Such  equipment,  in  case  the 
emergency  were  to  cease,  could  be  taken  out  without  interrupting  our 
normal  operations. 

The  Chairman.  How  about  profits? 

Mr.  Kindelberger.  They  vary  all  over  the  lot.  "We  have  consistently 
made  a  good  profit.  We  have  lost  on  some  and  we  have  made  on 
others.     Our  profit  for  the  last  year  was  $7,000,000. 

The  Chairman.  I  mean  on  your  Government  contracts,  particu- 
larly. I  am  not  interested  in  your  private  business.  How  is  the 
profit  on  your  Government  contracts  handled?  Is  it  guaranteed 
profits  ? 

Mr.  Kindelberger.  No.  Our  business  was  all  got  by  competitive 
bidding,  or  by  negotiation  based  upon  a  competitive  bid.  We  used 
audits  at  the  time  as  a  basis  for  negotiation.  We  didn't  have  any 
negotiated  contracts  until  1940,  as  you  know,  because  it  was  all  com- 
petitive bidding  up  until  then. 

Our  gross  profit  on  some  of  that  business  is  running  as  high  as  30 
percent.  It  is  running  as  high  as  20  percent  loss  on  the  bombers  at 
present,  and  we  hope  to  catch  up  on  that. 

The  Chairman.  Will  you  balance  out  with  a  net  profit  on  your 
Government  contracts  ? 

Mr.  Kindelberger.  Yes,  sir. 

The  Chairman.  About  what  will  that  percentage  average? 

Mr.  Kindelberger.  I  imagine  it  will  be  in  the  neighborhood  of  22 
or  23  percent  gross,  before  taxes  or  administrative  expense. 

The  Chairman.  What  will  the  net  profit  be  ? 

Mr.  Kindelberger.  The  net  profit  ?  Well,  we  usually  save  about  30 
cents  out  of  a  dollar,  after  taxes. 

The  Chairman.  So  it  would  be  about  a  third  of  22  percent,  which 
would  be  about  8  percent. 

Mr.  Kindelberger.  It  would  run  nearly  10  percent  profit,  I  would 
say.  I  would  like  to  point  out,  however,  that  the  general  standard 
for  cost  is  the  costs  per  pound  of  airplane.  In  other  words,  you 
can't  compare  the  cost  of  a  bomber  with  the  cost  of  a  trainer  or 
pursuit  plane  as  a  unit,  but  you  can  compare  dollars  per  pound 
of  airplane  in  a  relatively  reasonable  manner.  That  has  been 
proven. 

We  have  consistently  taken  business  at  far  less  than  average  cost 
per  pound  of  airplane. 

Senator  Wallgren.  What  is  the  largest  ship  you  are  manufactur- 
ing out  at  your  plant  ? 

Mr.  Kindelberger.  It  is  the  B-25,  gross  weight  of  just  under 
30,000  pounds. 

Senator  Wallgren.  Could  you  give  the  committee  an  idea  of  what 
that  is  costing  the  Government? 

Mr.  Kindelberger.  Our  contract  price  on  the  airplane 

Senator  Wallgren    (interposing).  Without  the  motor. 

Mr.  Kindelberger.  Without  the  motor — was  in  the  neighborhood 
of  $75,000.  I  haven't  got  the  exact  figure  in  my  head,  but  I  know 
it  was  around  $75,000. 

Senator  Wallgren.  And  about  the  cost  of  a  trainer? 

Mr.  Kindelberger.  Trainers  run  around  seventeen-four. 
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Senator  Wallgren.  How  about  this  first  ship  you  mentioned,  that 
you  say  is  a  bomber? 

Mr.  Kindelberger.  That  is  around  $75,000. 

Senator  Wallgren.  You  recall  that  during  the  testimony  at  Wash- 
ington we  were  told  that  these  planes  were  costing  $350,000  without 
a  motor.  I  think  the  wrong  impression  has  gone  out  to  the  public 
on  this  thing.  As  far  as  I  can  learn,  none  of  these  planes  are  cost- 
ing that  kind  of  money. 

Mr.  Fulton.  That  was  the  Secretary  of  War's  estimate  of  what 
a  four-engine  80,000-pound  bomber  could  cost. 

Senator  Wallgren.  Have  you  any  knowledge  as  to  what  such  a 
ship  would  cost? 

Mr.  Kindelberger.  It  depends  so  much  upon  the  ship  itself,  how 
many  have  been  built  and  what  state  of  construction  they  are  in. 

Senator  Wallgren.  Assuming  they  were  made  in  quantities, 
volume. 

Mr.  Kindelberger.  The  contract  price  for  those  airplanes  I  think 
was  in  the  neighborhood  of  $200,000,  and  it  was  based  upon  the 
actual  experience  and  cost  of  operation,  that  had  been  checked  by 
audits  at  the  time.  There  is  no  question  that  the  price  is  reasonable 
fair  because  I  know  that  they  were  checking  into  it,  and  I  also 
know  that  at  the  time  this  bomber  business  was  coming  up  here, 
the  participation  of  the  automotive  business,  we  also  were  discuss- 
ing the  building  of  four-engine  bombers,  and  would  have  been 
doing  so  had  it  not  been  that  we  had  expanded  our  organization 
to  the  point  that  it  was  cracking  already. 

Senator  Wallgren.  The  reason  I  asked  the  question  is  because  of 
the  testimony  given  at  that  time,  that  people  were  led  to  believe  that 
our  planes  were  costing  a  little  too  much  money. 

Mr.  Kindelberger.  The  four-engine  bomber  will  cost  more  per 
pound  than  a  twin-engine  bomber  because,  in  the  first  place,  it  takes 
greater  space  to  build  it,  it  is  more  complicated  in  proportion,  and 
it  would  roughly  cost  10  to  15  percent  per  pound  more.  They  seldom 
build  the  same  quantity,  you  see.  In  building  in  quantity,  you  divide 
your  tooling  and  your  engineering  and  your  development  expense 
down  by  the  number  that  you  are  going  to  build. 

Senator  Mead.  Mr.  Kindelberger,  what  progress  is  being  made  on 
this  wage-stabilization  plan? 

Mr.  Kindelberger.  It  is  in  Washington  now. 

Senator  Mead.  Is  it  progressing? 

Mr.  Kindelberger.  As  Mr.  Douglas  told  you,  the  representatives 
of  the  two  principal  unions  refused  to  meet  as  a  body  with  O.  P.  M. 
and  the  industry  and  come  to  an  agreement.  The  last  I  heard,  which 
was  night  before  last,  from  our  representative  there,  they  were  pro- 
posing to  go  out  separately,  the  C.  I.  O.  group  with  their  followers, 
and  the  A.  F.  of  L.  with  theirs,  and  try  to  effect  something.  I  doubt 
if  that  will  be  very  successful. 

Senator  Mead.  Do  you  mean  that  the  representatives  of  the  two 
union  groups  refused  to  meet  jointly  with  the  other  representatives  of 
interest  ? 

Mr.  Kindelberger.  Yes;  that  is  the  way  it  was  reported  to  me. 
That  happened  out  here,  you  see ;  that  is,  the  A.  F.  of  L.  would  work 
with  the  companies  in  which  they  were  represented,  and  the  O.  P.  M., 
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and  the  C.  I.  O.  would  do  the  same.     But  the  C.  I.  O.  and  A.  F.  of  L. 

apparently  refused  to  go  into  the  same  meeting,  so  that  the  whole 
thing  could  be  brought  out  in  an  equitable  and  reasonable  manner. 

Senator  Mead.  So  those  industries  that  have  A.  F.  of  L.  unions 
will  have  to  work  out  an  agreement,  if  this  situation  persists,  jointly, 
while  the  industries  that  have  C.  I.  O.  unions  will  have  to  meet  sepa- 
rately and  work  out,  perhaps,  the  same  or  a  similar  agreement? 

Mr.  Kindelberger.  That  is  right,  except  that  it  is  very  difficult  to 
get  one  group  here  and  another  group  here  working,  down  different 
alleys,  and  come  out  with  stabilization.  It  means  that  if  one  group 
decides  to  tackle  one  phase  of  the  problem  and  the  other  decides  to 
tackle  the  problem,  that  makes  a  similar  gain  there,  and  neither  will 
be  satisfied  if  they  both  get  that  plus  something  else.  I  mean  it  is 
just  one  of  these  long-range  cat  fights. 

Senator  Mead.  What  about  the  delivery  of  your  ships,  so  far  as 
you  know,  after  they  are  completed  ?  Are  they  promptly  dispatched 
and,  to  your  knowledge,  are  they  put  to  use? 

Mr.  Kindelberger.  We  have  no  difficulty  with  that  whatever,  sir. 
We  have  been  shipping  planes  to  England  since  October  1938.  We 
started  shipping  trainers  over  there  at  that  time. 

Senator  Mead.  1938? 

Mr.  Kindelberger.  Yes. 

Senator  Mead.  Are  you  still  shipping  planes  to  England  ? 

Mr.  Kindelberger.  We  are  shipping  them  to  Canada.  We  are  fly- 
ing them  to  Canada,  rather,  and  some  are  being  sent  to  England,  but 
comparatively  few.  We  are  also  sending  some  to  Ehodesia,  where 
there  is  a  big  flying  school,  and  we  have  people  over  there,  people  in 
New  Zealand,  where  there  is  a  flying  school.  We  have  some  people 
down  in  Australia,  where  they  are  manufacturing  these  planes  under 
license,  at  the  rate  of  some  20  a  week,  doing  a  nice  job.  Also  Canada 
is  manufacturing  our  planes  under  license,  the  license  we  drew  up 
with  them  inl938. 

Senator  Mead.  But,  no  matter  where  these  planes  are  being  sent,  to 
Australia,  Rhodesia,  or  Canada,  they  are  for  Great  Britain.    Is  that  it  ? 

Mr.  Kindelberger.  Yes. 

Senator  Mead.  And  these  other  ships  that  are  being  manufactured 
under  license  in  Los  Angeles  are  for  Great  Britain  ? 

Mr.  Kindelberger.  The  ones  that  are  being  manufactured  in  Aus- 
tralia and  Canada  under  our  license  are  for  Great  Britain.  We  are 
not  shipping  anything  but  trainers  at  the  moment.  All  of  our  bomber 
production  is  being  taken  by  the  Government. 

Senator  Mead.  Are  you  shipping  any  planes  to  Pacific  ports  for 
our  Nation  or  other  nations,  other  than  Great  Britain  ? 

Mr.  Kindelberger.  No.  The  bombers  are  all  being  taken  by  the 
Army  and  are  being  used,  I  believe,  to  fill  the  domestic  requirements 
first.  Actually,  we  don't  know  what  happens  to  them  after  they  leave 
the  back  door  except,  if  some  grief  or  trouble  might  develop,  and  we 
have  a  service  man  working  on  them.  As  long  as  we  don't  hear  about 
them,  that  is  the  last  of  them,  of  course. 

Senator  Mead.  And  they  are  leaving  the  back  door  rapidly? 

Mr.  Kindelberger.  Well,  in  spurts;  yes.  We  are  pretty  close  to 
schedule.  We  are  ahead  of  schedule  on  some  jobs.  We  finished  one 
lot  of  trainers  for  England  this  spring,  6  months  ahead  of  contract, 
and  one  for  Canada  7  months  ahead,  and  we  finished  a  bunch  for  the 
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Government,  to  get  this  training  program  started,  7  months  ahead  of 
the  contract  requirements.  With  the  bombers,  we  are  just  about  on 
an  even  keel,  because  of  changes,  delays.  We  are  building  up  a  tre- 
mendous backlog  of  parts.  While  they  are  not  going  out,  the  work  is 
going  on.  So,  once  the  difficulties  are  overcome,  there  will  be  very 
rapid  delivery.  The  same  with  the  fighter.  It  has  been  held  up,  due  to 
engines  and  flight  testing. 

Senator  Mead.  So,  in  most  part,  your  output  is  either  going  to  the 
Army  or  Great  Britain  ultimately? 

Mr.  Kindelberger.  That  is  right.  Everything  we  have  on  con- 
tract at  the  present  time  is  for  the  Army  or  Great  Britain,  with 
the  exception  of  some  bombers  for  the  Dutch  East  Indies. 

Senator  Mead.  How  many? 

Mr.  Kindelberger.  One  hundred  sixty. 

Senator  Mead.  Well — that  is  all  right,  just  a  small  number. 

Mr.  Kindelberger.  The  plant  in  California  here  is  eventually  to 
become  a  bomber  plant  entirely,  as  is  the  one  in  Kansas  City.  The 
one  in  Dallas  is  concentrating  completely  on  trainers.  There  are 
thousands  of  them  to  build  for  the  Army  and  Great  Britain. 

Senator  Mead.  Well,  as  soon  as  they  reach  the  back  door,  they  are 
taken  away  very  promptly? 

Mr.  Kindelberger.  Yes,  sir.  You  see  a  lot  of  them  out  there  but 
sometimes  there  is  a  missing  part.  When  we  get  an  airplane  ready 
to  fly  away,  with  all  the  parts  in  and  everything  working,  we  have 
no  trouble  getting  rid  of  it.  We  are  getting  them  away  quite 
rapidly. 

The  Chairman.  Thank  you,  Mr.  Kindelberger. 

Mr.  Monroe.  Do  you  solemnly  swear  to  tell  the  truth,  the  whole 
truth,  and  nothing  but  the  truth,  so  help  you  God  ? 

Mr.  Monroe.  I  do. 

TESTIMONY  OF  ROBERT  MONROE,  DIRECTOR  OF  PURCHASES,  NORTH 
AMERICAN  AVIATION  CORPORATION,  LOS  ANGELES,  CALIF. 

The  Chairman.  Mr.  Monroe,  we  are  particularly  interested  in 
your  ability  to  get  deliveries  on  fundamental  parts  and  metals.  Will 
you  please  explain  to  this  committee,  for  the  record,  any  difficulties 
that  you  are  now  having  and,  in  your  opinion,  the  cause  of  those 
difficulties  ? 

Mr.  Monroe.  We  are  having  considerable  difficulty  in  the  securing 
of  materials,  which  basically  refers  back  to  raw  materials.  Steel  is  a 
subject  that  you  have  mentioned,  which  is  becoming  very  bad. 

The  Chairman.  We  are  very  much  interested  in  that  steel  situa- 
tion. Just  what  is  the  cause  of  the  shortage  so  far  as  the  airplane 
industry  is  concerned  ? 

Mr.  Monroe.  As  previously  mentioned,  the  steel  as  used  by  the 
aircraft  industry  is  mostly  alloy  steel.  The  quantities  that  the  va- 
rious companies  purchase  are  rather  small  for  a  steel  mill  to  roll. 
We  have  been  refused  many  times  deliveries  by  the  various  steel 
mills  in  the  country,  stating  that  it  was  impossible  to  roll  it,  the 
quantity  being  too  small. 

The  Chairman.  Is  there  a  possibility  of  the  airplane  industry  as 
a  whole  consolidating  the  necessary  orders  for  these  parts  so  as  to 
give  the  steel  mills  a  chance  to  roll  it  economically  ? 
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Mr.  Monroe.  The  aircraft  industry  had  a  meeting  at  Dayton  2  weeks 
ago,  at  which  time  it  was  suggested  by  this  company  that  the  scheduling 
of  steel  should  be  taken  over  by  the  scheduling  unit  at  Wright  Field, 
who  at  the  present  time  is  making  allotments  on  aluminum  products. 
We  believe  that  that  is  about  the  only  solution  for  it,  the  allotment  of 
steel,  in  that  it  would  combine  all  orders  in  one  place,  as  is  now  being 
done  on  aluminum  products,  and  then  allot  it  to  the  various  concerns. 

At  this  meeting  the  O.  P.  M.  had  three  committees  formed,  one  on 
the  east  coast,  one  on  the  west  coast,  and  one  for  the  Midwest,  These 
committees  are  now  working  to  standardize  on  sizes  of  steel,  which  is 
another  item  that  is  very  bad,  there  are  so  many,  many  sizes.  That  is 
being  done  now.  The  west  coast  meeting  is  to  take  place  this  coming 
Saturday  to  standardize  on  sizes  and  heat  treatment  of  steel.  But  we 
still  believe  that  it  should  be  done  in  one  place  in  the  country,  so  that  the 
consolidated  requirements  are  known,  by  some  order  of  the  Govern- 
ment, and  the  proper  allotments  made. 

The  Chairman.  What  is  the  attitude  of  your  company  toward  sub- 
letting contracts  to  small  manufacturers? 

Mr.  Monroe.  We  are  subletting  contracts  on  various  forms  of  work 
to  many  concerns  in  this  vicinity,  also  in  the  East.  We  believe  that  is  a 
solution,  although  in  our  particular  case  there  isn't  quite  as  much  as 
some  of  the  other  companies,  in  that  our  plant  is  pretty  well  self- 
sustained.  But  we  do  believe  that  it  should  be  allotted  to  the  small 
companies  in  the  vicinity. 

The  Chairman.  Are  you  having  any  difficulty  with  deliveries  of 
other  vital  parts  besides  the  metal  parts? 

Mr.  Monroe.  Most  everything  refers  back  to  basic  metals,  which 
would  be  steel  and  dural  and  copper  and  brass,  and  so  forth.  Most 
everything  that  we  use  reverts  back  to  some  raw  metal. 

The  Chairman.  And  there  seems  to  be  a  real  shortage  in  all  those 
fundamental  metals? 

Mr.  Monroe.  Yes.  It  isn't  effective  just  yet,  but  in  the  orders  that 
we  are  placing,  or  trying  to  place  for  requirements  for  the  first  of  the 
year.  It  is  impossible  to  place  the  orders.  We  are  not  able  to  do  it.  As 
I  say,  basic  materials  being  the  main  cause,  it  would  refer  to  many 
items  that  we  try  to  purchase,  on  which  we  are  now  receiving  deliveries 
of  something  like  8  or  9  and  10  months. 

Senator  Wallgren.  How  many  factories  do  you  patronize,  your 
plant  ? 

Mr.  Monroe.  We  have  approximately,  at  the  present  time,  about  860 
different  companies  that  we  patronize. 

Senator  Wallgren.  You  mean  you  have  to  buy  parts  from  those 
people  ?    I  suppose  they  are  all  over  the  United  States. 

Mr.  Monroe.  Yes,  sir;  they  are.  We  have  elaborated  on  that  a 
little  bit  in  the  last  6  or  8  months.  Where  the  various  companies  in 
the  country,  making  these  assemblies  or  parts,  have  become  overloaded, 
we  have  split  it  up,  secured  new  sources  of  supply,  thereby  increasing 
our  list  of  vendors  that  we  deal  with. 

Senator  Wallgren.  What  are  the  most  bulky  pieces  that  you  have 
to  purchase,  large  sheets  of  aluminum? 

Mr.  Monroe.  The  raw  stocks  of  material  are  the  bulkiest  part  of 
the  material,  like  steel  or  dural  or  copper  or  brass.  Those  are  the 
bulkv  items. 
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Senator  Wallgren.  And  aluminum,  too  ? 

Mr.  Monroe.  Yes;  all  items  of  aluminum  that  are  rather  bulky, 
except  rivets  and  castings. 

Senator  Wallgren.  The  shipment  of  these  larger  pieces  of  alumi- 
num affords  a  transportation  problem,  does  it  not  ? 

Mr.  Monroe.  It  hasn't  become  a  problem  as  yet. 

Senator  Wallgren.  What  I  am  getting  at  is — I  am  getting  around 
to  that  point  again — I  believe  we  ought  to  fabricate  these  things  on 
the  west  coast,  especially  bulky  items. 

Mr.  Monroe.  Of  course,  that  is  the  advantage  that  the  East  has 
over  the  West.  It  is  so  much  better  to  walk  into  a  mill  and  see  what 
they  are  doing  and  have  them  make  the  necessary  items  that  are 
required.    We  have  no  facilities  like  that  out  on  the  west  coast. 

Senator  Wallgren.  I  am  going  back  to  something  I  have  repeated 
over  and  over  again,  that  the  method  they  have  used,  in  bringing 
bauxite  up  to  Mobile,  then  processing  aluminum  and  shipping  the 
aluminum  out  to  Bonneville,  there  making  it  into  aluminum  ingots, 
and  shipping  it  back  to  Pennsylvania  and  fabricating  it  into  alumi- 
num parts,  boxing  them  up  and  shipping  them  out  to  your  plant  and 
Vultee  and  Douglas  and  other  airplane  plants 

Mr.  Monroe  (interposing).  That  is  correct. 

Senator  Wallgren.  All  of  that  affords  the  Government  a  miserable 
transportation  problem.  Within  the  next  3  or  4  months  the  chances 
are  we  will  have  a  keener  problem  to  deal  with. 

I  am  just  wondering  if  some  of  those  items  might  be  manufactured 
on  the  west  coast,  in  close  proximity  to  Bonneville,  or  wherever  this 
cheap  power  is  they  are  using  in  manufacturing  aluminum. 

Mr.  Monroe.  We  of  North  American  Aviation  have  suggested  sev- 
eral times  to  the  Aluminum  Co.  to  expand  their  facilities  on  the  west 
coast.  They  started  out  here  in  Oakland  first,  then  moved  to  Los 
Angeles.  As  I  say,  several  times  we  have  made  this  suggestion  that 
they  expand  it,  so  that  we  can  get  more  of  the  Aluminum  Co.  items 
manufactured  on  the  west  coast.  They  have  expanded  to  a  small 
degree,  compared  to  the  amount  used. 

We  have  also  requested  steel  companies  to  look  into  the  matter  of 
having  a  rolling  mill  out  here,  or  at  least  a  fabricating  plant,  which 
to  date  we  haven't  received.  They  are  fabricating  some  aluminum 
parts  on  the  west  coast,  but  very  few. 

Senator  Wallgren.  They  are  talking  a  great  deal  about  aluminum 
plants  on  the  west  coast  but  they  don't  mean  anything  at  all.  I 
mean  they  employ  very  few  people. 

Mr.  Monroe.  That  is  right. 

Senator  Wallgren.  When  the  metal  is  processed  or  made,  it  just 
goes  right  back  to  the  east  coast  in  ingots,  and  there  it  is  fabricated. 
The  fabricating  plants  are  really  what  give  work  to  the  people. 

Mr.  Monroe.  That  is  right. 

Senator  Wallgren.  We  on  the  west  coast  are  rather  interested  in 
seeing  that  fabricating  plants  are  established  out  here  and  would  like 
to  take  advantage  of  the  situation,  for  one  reason.  We  know,  com- 
mon sense  will  tell  you,  that  it  is  the  only  way  to  do  the  job. 

Mr.  Monroe.  We  will  say  that  we  have  suggested  it  several  times 
to  the  Aluminum  Co.     They  have  expanded  some  but  not  very  much. 

Senator  Wallgren.  Would  the  creation  of  a  steel  plant  on  the 
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west  coast,  manufacturing  a  high  grade  of  steel,  be  of  any  special 
value  to  the  airplane  industry  in  this  area  ? 

Mr.  Monroe.  It  would  be  of  advantage.  Of  course,  the  alloy  steels 
that  the  aircraft  companies  use,  again  I  will  say,  run  into  very  small 
tonnage.  The  mills  are  already  set  up  in  the  East.  They  have  the 
necessary  heat-treating  equipment.  We  don't  think  that  would  be 
feasible  or  right,  but  a  steel  mill*  in  general,  here  on  the  west  coast 
might  do  a  portion  of  that  work  for  an  emergency,  or  the  general 
steel  picture. 

Senator  Wallgren.  With  construction  steel  it  would  make  quite  a 
little  difference,  wouldn't  it? 

Mr.  Monroe.  Very  definitely.  All  the  steel  we  purchase  has  to 
come  from  the  East. 

Senator  Mead.  It  has  been  brought  to  the  attention  of  our  commit- 
tee, while  here  in  Los  Angeles,  that  there  are  a  number  of  rather 
substantial,  separate,  and  independent « establishments,  manufactur- 
ers, and  so  forth,  out  here,  who  could  be  of  substantial  help  to  the 
airplane  industry,  that  are  not  receiving  contracts  either  from  the 
industry  itself  or  from  the  Government. 

It  occurs  to  me  that  a  pooling  process'  whereby  all  the  industries 
that  you  have  available  out  here  could  be  put  to  full  use,  would  be 
beneficial  to  the  industry,  would  keep  idle  machines  in  operation, 
and  would  give  work  to  skilled  workers  that  are  now  being  laid 
off  right  in  the  midst  of  this  shortage  of  skilled  workers. 

To  illustrate,  a  manufacturer  of  aluminum  and  steel  parts  came 
before  our  committee  and,  under  oath,  explained  that  he  was  forced 
to  lay  off,  furlough  for  an  indefinite  period,  some  125  or  150  skilled 
mechanics.  He  explained  that  he  had  four,  five,  or  six  hundred  men 
working  for  him  at  one  time  but  he  said : 

I  am  denied  either  a  contract  from  the  airplane  industry  for  aluminum  or 
steel  parts,  or  both,  and  I  am  denied,  on  the  other  hand,  participation  in  the 
national  defense  program,  because  of  the  manner  in  which  the  contracts  are  let. 

He  is  located  in  the  Los  Angeles  area.  Information  has  been 
brought  to  me  direct  that  there  is  an  airplane  parts  manufacturer 
with  a  very  substantial  machine  shop,  and  machine  workers,  who  is 
without  a  parts  program  from  any  aviation  industry  located  in  this 
area  and  who  has  not  now  a  contract  from  the  Government.  He  is 
keeping  his  plant  going  because  he  has  a  contract  with  a  foreign 
government,  and  that  will  run  out  in  the  very  near  future. 

Now,  if  we  are  going  to  expand  existing  facilities  and  those  large 
plants  are  going  to  contract  only  with  the  larger  industries  of  other 
locations;  if  we  are  going  to  bring  skilled  workers  from  distant 
parts,  if  we  are  going  to  expand  our  housing  facilities  in  certain 
areas  and,  while  doing  that,  shut  down  plants,  put  machines  in  idle- 
ness, lay  off  skilled  workers  in  the  same  area,  it  just  doesn't  make 
sense. 

So,  if  the  evidence  that  has  been  submitted  to  us  is  analyzed,  it 
will  reveal  a  very  interesting  picture  of  a  chaotic  condition  which 
will  result  in  what  the  chairman  has  already  explained,  making 
bigger  industries  bigger  and  driving  little  industries  out  of  the 
picture  altogether. 

It  seems  to  me  that  every  available  facility  on  the  west  coast  ought 
to  be  used  before  we  bring  these  additional  facilities  to  the  west 
coast.    That  could  only  be  done  by  a  meeting  of  all  of  the  various 
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activities  that  could  contribute  to  the  manufacture  of  the  airplane, 
and  a  desire  to  see  that  they  were  all  put  to  work,  that  every  idle 
machine  was  in  operation  before  a  new  machine  would  be  ordered, 
that  every  skilled  worker  was  working  before  some  new  skilled 
worker  was  employed. 

Has  any  effort  been  made  by  the  aviation  industries,  with  these 
huge  Government  contracts  running  into  the  billions,  to  assimilate 
all  of  the  small,  independent  manufacturers  and  contractors  of  the 
coast,  and  let  them  participate  fully  in  this  program? 

Mr.  Monroe.  Senator,  I  am  sure  that  has  been  done,  and  I  am 
sure  the  industry  as  a  whole  has  taken  advantage  of  the  facilities 
here  in  the  west  coast.  Of  course,  the  plants  in  and  around  Los 
Angeles  have  expanded  very  fast.  I  mean  the  small  plants  that 
have  been  making  the  various  items  for  the  industry.  The  larger 
programs  in  the  aircraft  industry  itself  really  haven't  taken  effect, 
in  that  we  are  talking  about  four-motor  bombers  now,  which  is  a 
very  huge  program.  When  the  releases  for  the  necessary  work  are 
put  into  this  area,  I  am  sure  they  are  going  to  fill  up  all  the  shops 
that  we  have  here. 

Of  course,  I  will  say  this,  that  in  the  East  the  shops  have  expanded 
a  good  deal  more  than  they  have  out  here.  We  have  consistently  and 
always  tried  to  bring  some  of  the  manufacturers  out  here  on  the  west 
coast,  to  make  a  portion  of  their  work  out  here.  We  have  been  suc- 
cessful to  a  certain  extent,  but  I  think,  instead  of  expanding  the  places 
in  the  East  so  much,  if  they  would  utilize  some  of  the  space  available 
out  here,  it  might  relieve  some  of  the  machinery  picture,  for  instance. 

Senator  Mead.  There  isn't  any  doubt  but  what  certain  expansions 
are  very  necessary.  Of  course,  there  has  been  an  abundance  of  ex- 
pansion right  around  this  area,  but  let's  go  to  some  other  city,  for 
instance,  San  Diego,  or  San  Francisco,  just  to  get  out  of  here.  The 
Government  is  pouring  in  hundreds  of  millions  of  dollars  in  plant 
expansion.  We  will  say  every  bit  of  this  particular  plant  is  owned  by 
(he  Government.  The  owner  hopes  some  day,  if  things  turn  out 
favorable  to  him,  to  buy  the  plant,  but  if  the  situation  develops  un- 
favorably, he  will  say  to  Uncle  Sam,  "It  is  your  plant."  Now,  the 
entire  plant  belongs  to  the  Government,  and  it  is  constantly  expand- 
ing. The  Treasury  is  paying  for  not  only  all  of  the  labor  and  all  of 
the  profit  but  all  of  the  policing  of  that  plant.  And  while  they  are 
expanding  that  plant,  while  they  are  buying  new  machinery  for  that 
plant,  there  is  another  plant  right  across  the  street  that  is  owned  by  a 
local  interest.  He  has  been  operating  that  plant  for  50  years.  He 
has  100  machines  in  that  plant.  He  has  two  or  three  hundred  skilled 
workers  in  that  plant. 

While  the  Government  is  pouring  its  money  into  this  plant,  the  same 
Government  money  is  putting  that  little  independent  businessman 
completely  out  of  business.  Cobwebs  are  thick  and  abundant  in  his 
plant.  His  machinery  is  rusting  away  in  idleness,  and  it  is  being  done 
with  thp  power  of  the  money  of  the  Federal  taxpayers,  of  which  he  is 
a  fairly  substantial  one.  He  owns  his  plant ;  he  owns  all  the  machinery 
in  his  plant.  His  workers  have  their  own  homes.  They  create  no 
housing  problem  in  which  there  is  a  subsidy,  if  there  is  such  a  pro- 
gram necessary.  And  yet  we  are  putting  him  completely  out  of  busi- 
ness, by  the  thousands.     If  Hitler,  with  a  great  bombing  squadron 
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and  no  opposition,  was  allowed  to  center  his  fire  on  these  small  busi- 
nessmen that  are  in  that  category,  he  couldn't  destroy  them  any  more 
completely  than  the  system  we  have  now,  which,  unfortunately,  hasn't 
the  sympathetic  consideration  of  the  big  manufacturer,  that  system 
that  is  going  on  right  under  our  very  eyes.  So  something  ought  to 
be  done  about  it. 

Evidence  has  been  submitted  to  this  committee  here  in  Los  Angeles 
which  would  lead  me  to  believe  that  the  airplane  manufacturers  are 
not  as  sympathetic  with  the  small,  independent  manufacturer  in  that 
particular  field  as  they  should  be.  As  a  result,  this  chaotic  program, 
requiring  housing,  plant  expansion,  priorities,  and  everything  else,  is, 
developing  in  our  midst,  whereas  if  every  machine,  every  plant,  and 
every  worker  was  put  to  work  before  new  ones  were  utilized,  this 
program  would  develop  more  sanely  and  more  logically.  So  it 
seems  to  me  that  the  industry  here  ought  to  get  together  and  see  to  it 
that  every  available  machine,  plant,  and  worker  is  working  before 
anything  new  comes  out  here.  That  is  just  a  suggestion,  and  it  is 
just  what  I  gleaned  from  the  record. 

The  Chairman.  Any  further  statement  you  want  to  make? 

Mr.  Monroe.  I  want  to  say  one  more  thing,  getting  back  to  ma- 
terial again. 

The  Chairman.  Yes ;  we  are  very  much  interested. 

I  want  to  say  that  Senator  Mead  is  merely  emphasizing  what  this 
committee  has  been  fighting  for  ever  since  it  was  organized  on  the 
1st  day  of  March.     So,  proceed  with  your  statement. 

Mr.  Monroe.  I  understand.  On  the  securing  of  material  and  the 
jobbing  of  material  in  various  warehouses,  we  have  had  lots  of  trou- 
ble in  that  way.  There  hasn't  been  any  method  set  up  to  date  which 
gives  the  jobber  or  the  distributor  of  material  any  priority  what- 
soever to  secure  a  stock  of  material  which  is  very  vital  to  the  indus- 
try. These  various  changes  coming  up  in  the  construction  of  an 
airplane  always  constitute  new  materials.  The  jobbers  and  dis- 
tributors are  perfectly  willing  to  carry  these  stocks,  but  there  haven't 
been  any  facilities  for  them  to  do  it. 

The  Chairman.  Thank  you  very  much,  Mr.  Monroe. 

Senator  Wallgren.  Let  me  ask  you  one  more  question.  (I  have 
to  get  on  my  pet  hobby  here.)  Are  you  using  magnesium  to  any 
extent  ? 

Mr.  Monroe.  We  are  using  some ;  yes. 

Senator  Wallgren.  How  do  you  use  it? 

Mr.  Monroe.  In  castings  mostly. 

Senator  Wallgren.  In  no  fitting  or  no  parts? 

Mr.  Monroe.  Well,  that  would  be  castings;  in  fittings  and  parts. 

The  Chairman.  That  is  all. 

Mr.  Irving,  do  you  solemnly  swear  to  tell  the  truth,  the  whole 
truth,  and  nothing  but  the  truth,  so  help  you  God  ? 

Mr.  Irving.  I  do. 

TESTIMONY  OF  GAGE  H.  IRVING,  VICE  PRESIDENT,  NORTHROP 
AIRCRAFT,  INC.,  HAWTHORNE,  CALIF. 

The  Chairman.  Will  you  be  seated  and  give  your  name  and  con- 
nection to  the  reporter,  please? 
Mr.  Irving.  Gage  H.  Irving. 
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The  Chairman.  Mr.  Irving,  you  heard  the  testimony  of  the  pre- 
vious witnesses,  and  we  also  interviewed  you  the  other  day  in  your 
plant.  Have  you  anything  constructive  to  add  to  what  has  already 
been  said,  for  the  benefit  of  this  record? 

Mr.  Irving.  The  problems  are  very  much  in  common  with  those 
of  the  Douglas  Co.  and  North  American.  We  have  the  same  prob- 
lems, with  minor  variations,  as  covered  by  them. 

The  Chairman.  Do  you  have  difficulty  in  getting  fundamental 
metals  such  as  steel,  copper,  brass,  fittings  made  of  those  metals  ? 

Mr.  Irving.  Yes,  sir. 

The  Chairman.  You  have  the  same  sort  of  difficulties  as  North 
American  and  Douglas  are  struggling  with? 

Mr.  Irving.  Eight. 

The  Chairman.  Have  you  had  the  labor  difficulties  that  they  have 
had? 

Mr.  Irving.  As  Mr.  Douglas  explained,  we  have  taken  part  in  the 
regional  committee  work  toward  stabilization  and  put  into  effect 
the  changes  approved  by  the  Army  and  the  Navy  and  the  O.  P.  M.  the 
middle  of  this  month.  Like  the  Douglas  Co.,  we  were  represented  at 
the  meeting  this  week  in  Washington.  We  understand  that  they  have 
come  to  no  definite  conclusions  on  that,  in  view  of  the  fact  that  the 
two  labor  unions  have  refused  to  sit  together  with  the  representatives 
of  the  industry.    So,  we  don't  know  quite  where  we  stand  at  the  moment. 

Senator  Wallgren.  Your  plant  is  pretty  much  of  an  experimental 
plant,  too,  isn't  it  ?    You  do  a  lot  of  experimental  work  ? 

Mr.  Irving.  It  is  new  and  growing ;  yes. 

Senator  Wallgren.  Out  to  your  plant  the  other  day  I  saw  what  you 
had  been  doing  along  the  lines  of  magnesium.  Do  you  care  to  comment 
on  it  at  all  for  the  record  ? 

Mr.  Irving.  We  have  done  considerable  experimental  work  in  the 
use  of  magnesium  for  minor  assemblies  and,  in  certain  instances,  major 
assemblies  of  airplanes. 

Senator  Wallgren.  In  your  opinion,  do  you  believe  that  magnesium 
is  a  coming  metal  ? 

Mr.  Irving.  We  have  very  great  hopes  for  it. 

Senator  Wallgren.  You  have  been  very  successful  in  welding  it, 
have  you  not  ? 

Mr.  Irving.  To  date ;  yes. 

Senator  Wallgren.  And  in  treating  it  against  corrosion  ? 

Mr.  Irving.  We  believe  so ;  yes. 

Senator  Wallgren.  Have  you  seen  airplane  wings  made  from  mag- 
nesium ? 

Mr.  Irving.  I  have. 

Senator  Wallgren.  Without  using  rivets  ?  What  would  the  saving 
in  speed  amount  to,  from  the  construction  of  a  wing? 

Mr.  Irving.  I  am  not  particularly  well  qualified  to  express  an  opin- 
ion on  that.  The  saving  from  the  use  of  magnesium  is  largely  in 
what  we  hope  to  be  easier  methods  of  construction,  quicker  methods, 
saving  in  cost. 

Senator  Wallgren.  Saving  in  weight? 

Mr.  Irving.  Not  to  any  very  great  extent,  because,  due  to  the  dif- 
ference in  the  strength  values  of  aluminum  alloys  and  magnesium, 
you  have  to  use  larger  sections  of  magnesium  to  match  the  other.    But 
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with  the  over-all  saving,  simplification  of  design,  ease  of  manufacture, 
we  think  it  makes  it  very  well  worth  while  to  carry  on  experimentation 
work. 

Senator  Wallgren.  In  experiments  you  have  seen,  you  would  say 
that  it  is  a  very  important  metal  today  in  the  airplane  industry,  or  will 
become  one  of  the  most  important  ones? 

Mr.  Irving.  Very  definitely. 

Senator  Wallgren.  I  know  that  you  have  seen  experiments  that  are 
rather  unusual,  and  I  merely  wanted  to  add  just  that  word  in  the 
record,  because  the  committee  is  going  to  carry  a  little  further  on 
with  this  magnesium  investigation. 

The  Chairman.  Do  you  have  anything  else  to  ask,  Mr.  Fulton  ? 

Mr.  Fulton.  No.  Of  course,  this  magnesium  is  very  important,  if 
you  can  get  a  development  that  will  save  riveting.  Can  you  tell  us 
how  many  horsepower  it  takes  merely  to  push  the  rivets  on  a  plane? 
We  have  been  told  it  is  a  very  large  number. 

Mr.  Irving.  I  am  afraid  I  couldn't  tell  you. 

Mr.  Fulton.  I  am  informed,  if  you  could  avoid  riveting,  you  not 
only  save  labor  but  save  air  stress,  it  would  go  faster'  with  the  same 
amount  of  power,  need  less  gasoline  storage,  and  so  on. 

The  Chairman.  Mr.  Irving,  we  are  very  appreciative  of  your  com- 
ing down  here.  We  are,  I  think,  better  informed  on  the  industry  and 
its  problems.     Have  you  any  Federal  contracts  ? 

Mr.  Irving.  Yes ;  we  have. 

The  Chairman.  Who  financed  your  plant-expansion  program  ? 

Mr.  Irving.  Privately  financed. 

The  Chairman.  Privately  financed?  You  are  using  no  Govern- 
ment money  for  expansion  at  all  ?  What  are  your  profits  on  Govern- 
ment contracts  ?     How  are  they  figured  ? 

Mr.  Irving.  We  have  made  no  profits  on  Government  contracts  to 
date.  The  losses  have  been  in  the  neighborhood  of  half  a  million 
dollars  for  the  past  year. 

The  Chairman.  Do  you  expect  to  break  even  on  those  Government 
contracts  ? 

Mr.  Irving.  It  is  questionable. 

Senator  Wallgren.  I  just  wanted  to  go  back  to  the  magnesium,  the 
matter  of  constructing  a  plane,  you  might  say,  wholly  from  this  metal. 
You  know  that  such  a  plane  is  being  constructed. 

Mr.  Irving.  We  are  getting  in  a  rather  confidential  vein,  I  believe, 
sir. 

Senator  Wallgren.  Well,  I  merely  wanted  to  get  in  the  record  the 
fact  that  efforts  were  being  made  to  work  on  it. 

Mr.  Irving.  There  is  no  reason  why  they  can't  be  constructed  out 
of  magnesium. 

Senator  Wallgren.  We  are  going  to  experiment  along  that  line  and 
hope  that  we  can  build  a  plane  out  of  magnesium,  with  magnesium 
wings,  and  take  advantage  of  that  metal. 

The  Chairman.  The  committee  will  adjourn  until  August  25  at 
the  Federal  Building  in  Seattle,  Wash.,  at  10  a.  m. 

(Whereupon,  at  11 :  30  a.  m.,  the  committee  recessed  until  10  a.  m., 
Monday,  August  25, 1941,  at  Seattle,  Wash.) 
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EXPANSION    OF    PRODUCTION    BY    USE    OF     SUB-CONTRACTORS 
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Exhibit  No.  89 

EXECUTIVE  ORDER 

Establishing  the  Office  of  Price  Administration  and  Civilian  Supply  in  the 
Executive  Office  of  the  President  and  Defending  Its  Functions  and  Duties 

By  virtue  of  the  authority  vested  in  me  by  the  Constitution  and  the  statutes, 
and  in  order  to  define  further  the  functions  and  duties  of  the  Office  for  Emergency 
Management  with  respect  to  the  national  emergency  as  declared  by  the  President 
on  September  8,  1939,  for  the  purpose  of  avoiding  profiteering  and  unwarranted 
price  rises,  and  of  facilitating  an  adequate  supply  and  the  equitable  distribution 
of  materials  and  commodities  for  civilian  use,  and  finding  that  the  stabilization 
of  prices  is  in  the  interest  of  national  defense,  and  that  this  Order  is  necessary 
to  increase  the  efficiency  of  the  defense  program,  it  is  hereby  ordered  : 

1.  There  shall  be  in  the  Office  for  Emergency  Management  of  the  Executive 
Office  of  the  President  an  Office  of  Price  Administration  and  Civilian  Supply,  at 
the  head  of  which  shall  be  an  Administrator  appointed  by  the  President.  The 
Administrator  shall  receive  compensation  at  such  rate  as  the  President  shall 
determine,  and,  in  addition,  shall  be  entitled  to  actual  and  necessary  transporta- 
tion, subsistence,  and  other  expenses  incidental  to  the  performance  of  his  duties. 

2.  Subject  to  such  policies,  regulations,  and  directions  as  the  President  may 
from  time  to  time  prescribe,  and  with  such  advice  and  assistance  as  may  be  neces- 
sary from  the  other  departments  and  agencies  of  the  Federal  Government,  and 
utilizing  the  services  and  facilities  of  such  other  departments  and  agencies  to  the 
fullest  extent  compatible  with  efficiency,  the  Administrator  shall : 

(a)  Take  all  lawful  steps  necessary  or  appropriate  in  order  (1)  to  prevent  price 
spiraling,  rising  costs  of  living,  profiteering,  and  inflation  resulting  from  market 
conditions  caused  by  the  diversion  of  large  segments  of  the  Nation's  resources  to 
the  defense  program,  by  interruptions  to  normal  sources  of  supply,  or  by  other 
influences  growing  out  of  the  emergency;  (2)  to  prevent  speculative  accumulation, 
withholding,  and  hoarding  of  materials  and  commodities;  (3)  to  stimulate  provi- 
sion of  the  necessary  supply  of  materials  and  commodities  required  for  civilian 
use,  in  such  manner  as  not  to  conflict  with  the  requirements  of  the  War,  Navy,  and 
other  departments  and  agencies  of  the  Government,  and  of  foreign  governments, 
for  materials,  articles,  and  equipment  needed  for  defense  (such  requirements  are 
hereinafter  referred  to  as  "military  defense  needs")  ;  and  (4)  after  the  satisfac- 
tion of  military  defense  needs  to  provide,  through  the  determination  of  policies 
and  the  formulation  of  plans  and  programs,  for  the  equitable  distribution  of  the 
residual  supply  of  such  materials  and  commodities  among  competing  civilian 
demands. 

(b)  Make  studies  of  the  Nation's  civilian  requirements  for  materials  and  com- 
modities, the  supply  of  goods  and  services,  the  status  and  trend  of  prices  and 
factors  thereof,  and  the  impact  of  the  defense  program  upon  civilian  living 
standards ;  exercise  the  powers  of  the  President  in  requesting  such  studies  pur- 
suant to  Section  336  (a)  of  Title  III  of  the  Tariff  Act  of  1930  (Title  19,  U.  S.  C, 
Sec.  1336  (a) )  ;  and  conduct  such  investigations,  hold  such  hearings,  and  obtain 
such  reports  as  may  be  necessary  or  desirable  to  carry  out  this  Order. 

(c)  Determine  and  publish,  after  proper  investigation,  such  maximum  prices, 
commissions,  margins,  fees,  charges,  or  other  elements  of  cost  or  price  of  mate- 
rials or  commodities,  as  the  Administrator  may  from  time  to  time  deem  fair  and 
reasonable ;  and  take  all  lawful  and  appropriate  steps  to  facilitate  their  observ- 
ance. 

(d)  Advise  and  make  recommendations  to  other  departments  and  agencies, 
whenever  the  Administrator  deems  it  appropriate,  in  respect  to  the  purchase  or 
acquisition  of  materials  and  commodities  by  the  Government,  the  prices  to  be 
paid  therefor,  and  in  respect  to  such  of  their  other  activities  as  may  affect  the 
price  of  materials  and  commodities. 

(e)  Inform  the  Office  of  Production  Management  of  the  amount,  character,  and 
relative  importance  of  materials  and  commodities  needed  for  civilian  use ;  and 
advise  and  consult  with  the  Office  of  Production  Management  with  reference  to 
its  procurement,  production,  planning,  priority,  and  other  actions  the  effect  of 
which  may  be  to  diminish  the  supply  of  materials  and  commodities  available  for 
civilian  use. 
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(f)  Establish  and  maintain  liaison  with  such  departments  and  agencies  of  the 
Government  and  with  such  other  public  or  private  agencies  and  persons  as  the 
Administrator  may  deem  necessary  or  desirable  to  carry  out  the  provisions  of 
this  order. 

(g)  Formulate  programs  designed  to  assure  adequate  standards  for,  and  the 
most  effective  use  of,  consumer  goods ;  stimulate  the  utilization  of  substitutes  by 
civilians  for  consumer  goods  and  commodities  of  limited  supply ;  develop  programs 
with  the  object  of  stabilizing  rents ;  and  promote  civilian  activities  which  will 
contrbute  to  the  purposes  of  this  order. 

(h)  Recommend  to  the  President  the  exercise  of  the  authority  vested  in  him 
by  the  following-named  acts,  whenever,  in  the  opinion  of  the  Administrator,  such 
action  by  the  President  will  enable  the  Administrator  to  carry  out  and  secure 
compliance  with  the  provisions  of  sections  2a  and  2c  of  this  order  : 

(1)  Section  9  of  the  Selective  Training  and  Service  Act  of  1940  (Public,  No. 

783,  76th  Cong.). 

(2)  Section  120  of  the  National  Defense  Act  (title  50,  U.  S.  C,  sec.  80). 

(3)  Section  1  (15)  of  title  49,  U.  S.  O. 

(4)  The  act  of  October  10, 1940  (Public,  No.  829,  76th  Cong.) . 

(i)  Perform  the  functions  and  exercise  the  authority  vested  in  the  President 
by  the  following-named  acts,  insofar  as  and  only  to  the  extent  that  the  authority 
conferred  by  such  acts  will,  in  the  opinion  of  the  Administrator,  enable  him  to 
carry  out  and  secure  compliance  with  the  provisions  of  sections  2a  and  2e  of  this 
order :  Section  713  (a)-7  of  title  15,  U.  S.  C,  Supp.  V ;  Section  4  of  the  Act  approved 
June  7,  1939  (Title  50,  U.  S.  C,  Supp.  V.,  Sec.  98c)  ;  and  Section  5  of  the  Recon- 
struction Finance  Corporation  Act,  as  amended  by  the  Act  approved  June  25,  1940 
(Public,  No.  644,  76th  Cong.)  :  subject  to  the  disapproval  by  the  Secretary  of 
War  or  the  Secretary  of  the  Navy  of  each  proposed  action  thereunder. 

(j)  Advise  upon  proposed  or  existing  legislation,  and  recommend  such  addi- 
tional legislation  as  may  be  necessary  or  desirable,  relating  to  prices,  rents,  or 
the  increase  in  supply  and  the  equitable  distribution  of  materials  and  commodities 
for  civilian  use. 

(k)  Keep  the  President  informed  in  respect  to  progress  made  in  carrying  out 
this  order ;  and  perform  such  other  related  duties  as  the  President  may  from  time 
to  time  assign  or  delegate  to  him. 

3.  The  Administrator  may  provide  for  the  internal  organization  and  manage- 
ment of  the  Office  of  Price  Administration  and  Civilian  Supply,  and  may  appoint 
such  advisory  committees  as  he  finds  necessary  to  the  performance  of  his  duties 
and  responsibilities.  The  Administrator  shall  obtain  the  President's  approval  for 
the  establishment  of  the  principal  subdivisions  of  the  Office  and  the  appointment 
of  the  heads  thereof. 

4.  There  shall  be  in  the  Office  of  Price  Administration  and  Civilian  Supply  a 
Price  Administration  Committee  consisting  of  the  Administrator  as  Chairman, 
the  Secretary  of  the  Treasury,  the  Secretary  of  Agriculture,  the  Federal  Loan 
Administrator,  the  Chairman  of  the  Tariff  Commission,  the  Chairman  of  the 
Federal  Trade  Commission,  the  Director  General  and  Associate  Director  General 
of  the  Office  of  Production  Management,  or  such  alternate  as  each  may  designate, 
and  such  other  members  as  the  President  may  subsequently  appoint.  The  Com- 
mittee shall  from  time  to  time,  upon  request  by  the  Administrator,  make  findings 
and  submit  recommendations  to  the  Administrator  in  respect  to  the  establishment 
of  maximum  prices,  commissions,  margins,  fees,  charges,  and  other  elements  of 
cost  or  price  of  materials  or  commodities  as  provided  under  paragraph  2c  above. 

5.  Within  the  limits  of  such  funds  as  may  be  appropriated  to  the  Office  of  Price 
Administration  and  Civilian  Supply  or  as  may  be  allocated  to  it  by  the  President 
through  the  Bureau  of  the  Budget,  the  Administrator  may  employ  necessary 
personnel  and  make  provision  for  necessary  supplies,  facilities,  and  services. 
However,  the  Office  of  Price  Administration  and  Civilian  Supply  shall  use  such 
statistical,  informational,  fiscal,  personnel,  and  other  general  business  services 
and  facilities  as  may  be  made  available  to  it  through  the  Office  for  Emergency 
Management  or  other  agencies  of  the  Government. 

Fkankxin  D.  Roosevei/f. 
The  White  House,  April  11,  1941. 
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Agreement  No. 

Principal  Contract  No. 


Equipment  Rental  Agreement  With  Recapture  Provision 
(For  Use  Under  Cost-Plus- A-Fixed-Fee  Contract) 

Lessee : 

Lessor : 

Place :  

This    agreement,    entered    into    this     day    of    ,    19__,    by 

*a  corporation,  organized  and  existing  under  the  laws  of  the  State  of 


*a  partnership  consisting  of 

*an  individual  trading  as 

of  the  City  of 

in  the  State  of 

hereinafter  called  the  Lessor,  and 

*a  corporation,  organized  and  existing  under  the  laws  of  the  State  of 


*a  partnership  consisting  of 

*an  individual  trading  as 

of  the  City  of 

in  the  State  of 

hereinafter  called  the  Lessee, 

Whereas,  the  Lessee  has  heretofore,  to  wit,  on  the day  of , 

19.  _,  entered  into  a  contract  hereinafter  called  the  principal  contract,  with  the 
United  States  of  America,  hereinafter  called  the  Government,  to  construct  for 
the  Government 


*Delete  all  lines  which  do  not  apply. 


at  or  near. 


Whereas,  the  Lessor  has  agreed  to  rent  to  the  Lessee  for  use  in  connection 
with  the  afore-mentioned  construction  the  equipment  listed  on  Schedule  "A" 
attached  hereto  and  made  a  part  hereof;  and 

Whereas,  the  Lessor  has  read  and  is  familiar  with  each  and  every  part  of  said 
principal  contract,  and  the  respective  rights,  powers,  benefits,  and  liabilities  of 
the  Lessee  and  the  Government  thereunder; 

Now,  therefore,  this  agreement  witnesseth:  That  the  parties  hereto  do 
mutually  agree  as  follows: 

article  i 

The  Lessor  shall  furnish  the  equipment  listed  on  Schedule  "A"  attached  hereto 
and  made  a  part  hereof.  Equipment  shall  be  in  condition  to  render  efficient, 
economical  and  continuous  service  and  shall  be  equipped  with  all  mechanical 
devices  and  equipment  required  by  Federal,  State,  and  local  authorities,  provided 
that  nothing  in  this  article  shall  be  construed  to  limit  the  authority  of  the  Con- 
tracting Officer  to  prohibit  the  use  of  any  piece  of  equipment  which,  in  the  opinion 
of  the  Contracting  Officer  is  mechanically  unsafe  for  use.  Each  piece  of  equip- 
ment shall  be  registered  by  the  lessor  with  all  Federal,  State,  and  local  authorities 
requiring  registration,  and  registration  plates  or  other  evidence  of  registration 
shall  be  displayed  in  accordance  with  the  requirements  of  the  registering  authority. 
Each  piece  of  equipment  shall  be  clearly  marked  with  the  identification  number 
assigned  to  it  on  Schedule  "A". 

ARTICLE    II 

All  repairs  except  those  resulting  from  defective  workmanship  or  material  used 
in  the  construction  of  the  equipment,  found  to  be  necessary  after  acceptance  of  the 
equipment  at  the  site  of  the  work,  shall  be  made  by  the  Lessee.  All  fuel  and 
lubricants  for  the  operation  of  such  equipment  will  be  furnished  by  the  Lessee. 
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ARTICLE    III 


Equipment  is  rented  without  operators.  Any  operator  deemed  incompetent 
by  the  Lessor  and  the  Lessee  shall  be  removed  from  any  piece  of  equipment. 
Should  the  Lessor  and  the  Lessee  fail  to  agree  as  to  the  competency  of  any  opera- 
tion the  matter  shall  be  submitted  to  the  Contracting  Officer  and  his  decision  shall 
be  final  as  to  the  parties  hereto. 


ARTICLE    IV 

The  Lessor  shall  initiate  shipment  of  the  equipment  to  the  site  of  the  work 
immediately.     It  is  estimated  that  the  equipment  will  be  used  for  approximately 

—  working  hours,  but  the  Lessee  reserves  the  right  to  increase  or  decrease 

the  rental  period. 

article  v 

(a)  The  Lessor  shall  be  paid  at  the  rate  prescribed  in  Schedule  "A"  attached 
hereto  and  made  a  part  hereof.  The  rental  period  shall  begin  on  the  delivery  of 
such  equipment  to  a  common  carrier  for  shipment  to  the  site  of  the  work,  as  evi- 
denced by  bill  of  lading  covering  such  shipment  or  other  evidence  satisfactory  to 
the  Contracting  Officer,  and  shall  terminate,  unless  title  to  the  equipment  passes 
to  the  Government  at  an  earlier  date,  on  the  date  of  removal  of  such  equipment 
from  the  site  of  the  work,  as  evidenced  by  a  receipt  signed  by  the  Lessor,  provided 
such  equipment  is  removed  within  a  reasonable  length  of  time  after  notice  by  the 
Lessee  or  the  Contracting  Officer  to  the  Lessor  that  such  equipment  is  no  longer 
required.  If  the  equipment  is  not  removed  within  a  reasonable  length  of  time, 
the  rental  shall  terminate  on  the  date  of  the  notice  that  such  equipment  is  no 
longer  required.  If  such  equipment  does  not  meet  the  requirements  of  Article  I 
when  it  arrives  at  the  work  site  the  rental  period  therefor  shall  not  begin  until 
such  equipment  shall  have  been  placed,  at  the  expense  of  the  Lessor,  in  condition 
to  satisfy  all  the  requirements  of  Article  I.  No  transportation  charges  for  the 
shipment  therefor  shall  be  paid  by  the  Lessee  for  any  piece  of  equipment  which 
arrives  at  the  work  site  in  other  than  sound  and  workable  condition  if  such  piece  of 
equipment  cannot  be  placed  in  sound  and  workable  condition  within  a  reasonable 
length  of  time.  The  determination  as  to  whether  such  equipment  is  in  sound  and 
workable  condition  and  what  is  considered  a  reasonable  length  of  time  shall,  in 
every  instance,  be  made  by  the  Contracting  Officer.  Rental  payments  will  be 
made  monthly  on  or  about  the  10th  of  the  month  for  the  previous  calendar 
month. 

(b)  Transportation  will  be  paid  by  the  Lessee,  F.  O.  B.  cars,  at  original  point 
of  shipment  and  return  transportation  F.  O.  B.  cars  to  original  point  of  shipment 
or  equivalent  mileage,  but  charges  for  transportation  of  any  pieces  of  equipment 
over  a  distance  in  excess  of  500  miles  must  have  the  written  approval  of  the 
Contracting  Officer.  If  transportation  is  accomplished  by  any  method  other 
than  rail,  there  shall  be  paid  the  actual  cost  of  such  transportation,  as  shown  by 
evidence  satisfactory  to  the  Contracting  Officer.  In  no  event  shall  the  payment 
made  for  return  transportation  exceed  the  payment  made  for  transportation  to 
the  job  site.  Only  loading  and/or  unloading  costs  incurred  at  the  work  site  will 
be  paid  by  the  Lessee. 

ARTICLE    VI 

Failure  of  any  piece  of  equipment  to  perform  to  the  satisfaction  of  the  Lessee 
or  the  Contracting  Officer  shall  be  sufficient  cause  for  the  termination  of  the 
contract  by  the  Lessee,  or  the  requirement  by  the  Lessee  that  the  equipment  be 
replaced  with  equipment  of  satisfactory  performance.  In  the  event  of  such  re- 
placement, all  rental  paid  for  the  piece  of  equipment  replaced  shall  be  considered, 
for  the  purposes  of  Article  VII,  to  have  been  paid  for  the  new  piece  of  equipment. 

ARTICLE  VII 

When  and  if  the  total  rental  paid  to  the  Lessor  for  any  piece  of  equipment  shall 
equal  the  value  thereof,  plus  one  percent  per  month  for  each  month  or  fraction 
thereof  such  piece  of  equipment  shall  have  been  in  use,  no  further  rental  shall  be 
paid  to  the  Lessor  and  title  to  the  equipment  shall  vest  in  the  Government,  the 
Lessor  delivering  to  the  Government  free  of  any  and  all  liens  and  encumbrances 
title  to  such  piece  of  equipment.  At  the  completion  of  the  work  being  performed 
by  the  Lessee  under  the  principal  contract,  or  upon  termination  of  the  principal 
contract,  as  provided  in  Article  VI  of  the  principal  contract,  the  Government 
may,  at  its  option,  purchase  any  piece  of  equipment  by  paying  the  Lessor  the  differ- 
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ence  between  the  valuation  of  such  piece  of  equipment,  plus  one  percent  per  month 
for  each  month  or  part  thereof  such  piece  of  equipment  shall  have  been  in  use  and 
the  total  rental  therefor  paid  for  such  piece  of  equipment,  provided  that  if  such 
payment  is  made  by  the  Government,  the  Lessor  shall  deliver  to  the  Government, 
free  of  any  and  all  liens  and  encumbrances,  title  to  such  piece  of  equipment. 

ARTICLE    VIII 

Neither  this  contract  nor  any  interest  therein  shall  be  assigned  or  transferred 
except  under  the  provisions  of  Article  X  of  this  contract  and  the  further  exception 
that  the  whole  or  any  part  of  this  contract  is  assignable  to  the  Government. 

ARTICLE    IX 

Subject  to  the  prior  written  approval  of  the  Contracting  Officer,  the  Lessee 
shall  have  the  same  right  and  under  the  same  conditions  and  terms  to  terminate 
this  contract  as  has  the  Government  to  terminate  principal  contract. 

article  x 

(a)  At  any  time  prior  to  the  release  of  any  piece  of  equipment  by  the  Lessee, 
the  Contracting  Officer  may  require  the  Lessor  to  transfer  to  any  location  other 
than  the  one  at  which  the  Lessee  is  working,  any  or  all  pieces  of  equipment  rented 
under  this  agreement. 

(b)  In  the  event  of  such  a  transfer  of  equipment,  the  cost  of  transportation  of 
such  equipment  to  the  new  location  and  return  transportation  F.  O.  B.  cars  at 
the  point  of  origin  shown  in  this  agreement  will  be  paid  by  the  Lessee.  If  trans- 
portation is  accomplished  by  any  method  other  than  rail,  there  shall  be  paid  the 
actual  cost  of  such  transportation,  as  shown  by  evidence  satisfactory  to  the  Con- 
tracting Officer,  provided  that  in  no  event  shall  the  payment  made  for  return 
transportation  exceed  the  cost  of  such  return  transportation,  if  accomplished  by 
rail  over  the  shortest  route  between  the  new  location  and  the  point  of  origin  shown 
in  this  agreement. 

(c)  It  is  agreed  that  in  the  event  of  the  transfer  of  equipment  as  set  forth  above, 
the  Lessor  will  enter  into  a  rental  agreement  with  any  holder  of  a  Government 
construction  contract  designated  by  the  Government.  Such  rental  agreement 
shall  establish  as  the  rate  of  rental  for  each  piece  of  equipment  ransferred  the  same 
rate  of  rental  established  for  such  piece  of  equipment  in  this  agreement,  and  the 
valuation  placed  on  each  piece  of  equipment  transferred  shall  be  the  same  in  the 
new  rental  agreement  as  that  placed  on  such  piece  of  equipment  in  this  agreement. 
It  is  further  agreed  that  there  shall  be  inserted  in  the  new  rental  agreement  a 
provision  that  all  rental  paid  under  this  agreement  shall  be  considered  to  have 
been  paid  by  the  Lessee  named  in  the  new  agreement. 

article  XI 

The  Lessor  shall  set  forth  in  Part  II  of  Schedule  "A"  attached  hereto  and  made 
a  part  hereof  the  information  called  for  in  that  schedule.  The  Lessor  agrees  to 
apply  to  the  liquidation  of  all  indebtednesses  secured  by  liens  or  other  encum- 
brances against  equipment  rented  under  this  agreement,  such  portion  of  the 
rental  paid  as  is  necessary  for  the  prompt  discharge  of  such  indebtedness.  It  is 
agreed  that  if,  at  any  time,  any  person  holding  a  lien  or  other  encumbrance 
against  any  piece  of  equipment  rented  under  this  agreement,  shall  submit  to  the 
Lessee  evidence  that  the  Lessor  is  not  discharging  his  indebtedness  to  such  holder 
of  a  lien  or  encumbrance  in  accordance  with  the  written  terms  under  which  such 
indebtedness  was  incurred,  the  Lessee  shall  have  the  right  to  impound  all  further 
rental  due  or  to  become  due  until  such  time  as  the  rights  of  the  Lessor  and  the 
lien  holder  are  determined  and  all  just  and  proper  cliams  of  the  lien  holder  are 
satisfied,  provided  that  nothing  in  this  article  shall  be  construed  as  requiring  the- 
Lessor  to  pay  to  the  lien  holder  any  sum  not  required  to  be  paid  by  the  terms 
under  which  the  indebtedness  was  incurred,  or  to  pay  any  sum  to  the  lien  holder- 
prior  to  the  time  such  sum  is  due  by  the  written  terms  under  which  the  indebted- 
ness was  incurred,  provided  further  that  jno  rentals  due  the  Lessor  shall  be 
impounded  under  the  provisions  of  this  article,  unless  written  notice  of  the 
Lessee's  intention  to  impound  the  rental  shall  have  been  given  to  the  Lessor,  at 
least  seventy-two  (72)  hours  prior  to  the  time  rentals  shall  be  impounded. 
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ARTICLE    XII 


Disputes. —  Whenever  the  Lessor  and  the  Lessee  are  unable  to  agree  on  any 
question  arising  under  this  contract,  the  dispute  shall  be  submitted  for  the  arbitra- 
tion and  determination  of  the  Contracting  Officer,  whose  decision  shall  be  final 
and  conclusive  as  to  the  parties  hereto. 


ARTICLE    XIII 


Definitions.— The  term  "Contracting  Officer"  as  used  herein  shall  mean  the 
Contracting  Officer  who  executed  the  principal  contract  and  shall  include  his 
duly  appointed  successor  and  his  authorized  representative. 


ARTICLE    XIV 


This  contract  shall  be  subject  to  the  written  approval  of  the  Contracting 
Officer  and  shall  not  be  binding  until  so  approved. 


ARTICLE    xv 


The  following  changes  were  made  in  this  agreement  before  it  was  signed  by  the 
parties  hereto: 

In  Witness  whereof,  the  parties  hereto  have  executed  this  agreement  as  of 
the  day  and  year  first  above  written. 

Witness: 


(Lessor) 

(1) By 

(2) 

(1) 


(Lessee) 

(2) 

By..... 


(Title) 


I, ,  certify  that  I  am  the 

,  secretary  of  the  corporation  named  as  the  Lessor  herein; 

that ,  who  signed  this  agreement  on  behalf  of  the  Lessor, 

was  then ,  of  said  corporation ;  that 

said  agreement  was  duly  signed  for  and  in  behalf  of  said  corporation  by  authority 
of  its  governing  body,  and  is  within  the  scope  of  its  corporate  powers. 

[Corporate  Seal] 

Place 

Date 

I, ,  certify  that  I  am  the , 

secretary  of  the  corporation  named  as  the  Lessee  herein;  that . , 

who  signed  this  agreement  on  behalf  of  the  Lessee,  was  then 

of  said  corporation;  that  said  agreement  was  duly  signed  for  and  in  behalf  of  said 
corporation  by  authority  of  its  governing  body,  and  is  within  the  scope  of  its 
corporate  powers. 

[Corporate  seal] 

Place  

Date 

Approved: 

(Name) 
(Yitie)" 


(To  be  executed  by  the  Contracting  Officer  who  executed  the  principal  contract 
named  herein,  or  his  successor  or  his  duly  authorized  representative.) 
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Schedule  "A" 
Paet  I.  Rates  of  Rental 

FULL   MONTH 

The  basic  rental  rates  shown  on  this  schedule  are  monthly  rates  and  shall  con- 
stitute the  maximum  rental  payable  during  any  one  calendar  month,  regardless 
of  the  number  of  days  in  any  month,  except  as  provided  herein.  If  any  piece  of 
equipment  is  in  actual  use  in  excess  of  240  hours  during  any  one  calendar  month 
there  shall  be  paid,  in  addition  to  the  basic  rate,  one-half  of  the  hourly  rate  for 
each  hour  in  excess  of  240  during  which  the  equipment  is  in  actual  use  during 
any  one  calendar  month.  The  hourly  rate  shall  be  computed  by  dividing  the 
basic  rate  by  240. 

PORTION    OF   A    MONTH 

For  any  period  less  than  a  calendar  month  during  which  any  piece  of  equip- 
ment shall  have  been[rented  there  shall  be  paid  as  basic  rental  that  proportion  of 
the  basic  rate  which  the  number  of  days  the  equipment  was  rented  bears  to 
thirty.  If  during  any  period  of  less  than  a  calendar  month  for  which  any  piece 
of  equipment  shall  have  been  rented  any  such  piece  of  equipment  shall  have  been 
in  actual  use  for  a  total  number  of  hours  in  excess  of  eight  times  the  number  of 
calendar  days  in  such  portion  of  a  month  there  shall  be  paid  for  each  excess  hour 
one-half  the  hourly  rate. 

Part  II.  List  of  Holders  of  Liens  and  Other  Encumbrances 

1.  Attention  is  invited  to  Section  35  of  the  Criminal  Code  as  amended,  which 
provides: 

"Whoever  shall  make  or  cause  to  be  made  or  present  or  cause  to  be  pre- 
sented, for  payment  or  approval,  to  or  by  any  person  or  officer  in  the  civil, 
military,  or  naval  service  of  the  United  States,  or  any  department  thereof, 
or  an}'  corporation  in  which  the  United  States  of  America  is  a  stockholder, 
any  claim  upon  or  against  the  Government  of  the  United  States,  or  any 
department  or  officer  thereof,  or  any  corporation  in  which  the  United  States 
of  America  is  a  stockholder,  knowing  such  claim  to  be  false,  fictitious,  or 
fraudulent;  or  whoever,  for  the  purpose  of  obtaining  or  aiding  to  obtain  the 
payment  or  approval  of  such  claim,  or  for  the  purpose  of  obtaining  or  aiding 
to  obtain  the  payment  or  approval  of  such  claim,  or  for  the  purpose  and  with 
the  intent  of  cheating  and  swindling  or  defrauding  the  Government  of  the 
United  States,  or  any  department  thereof,  or  any  corporation  in  which  the 
United  States  of  America  is  a  stockholder,  shall  knowingly  and  willfully  falsify 
or  conceal  or  cover  up  by  any  trick,  scheme,  or  device  a  material  fact,  or 
make  or  cause  to  be  made  any  files  or  fraudulent  statements  or  representa- 
tions, or  make  or  use  or  cause  to  be  made  or  used  any  false  bill,  receipt, 
voucher,  roll,  account,  claim,  certificate,  affidavit,  or  deposition,  knowing  the 
same  to  contain  any  fraudulent  or  fictitious  statement  or  entry,  shall  be  fined 
not  more  than  $10,000  or  imprisoned  not  more  than  ten  years,  or  both.' 

2.  The  following  affidavit  shall  be  executed  and  sworn  to  by  the  owners  of 
equipment  rented  directly  to  the  Government  or  the  rental  of  which  is  paid 
indirectly  by  the  Government: 

State  of 

County  of.  ss: 
I, ,  (name  of  party  signing  affidavit) 

(title),  being  duly  sworn,  do  depose  and  say:  That  the  following  is  a  complete 
and  correct  statement  of  the  amount  or  amounts  of  any  and  all  indebtedness 
secured  by  liens  or  other  encumbrances  of  any  nature,  legal  or  equitable,  which 
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are  held  by  any  person,  firm,  or  corporation,  against  the  equipment  rented  in 
accordance  with  the  terms  of  this  rental  agreement. 


Equipment  Number 
(Use  number  shown  on  Part  I) 

Name  and  Address  of 
Encumbrance  Holder 

Amount  of  Indebtedness 
Secured  by  Encumbrance 

Subscribed  and  sworn  to  before  me  this 


(Title) 

day  of ,  194 


Schedule  A— Part  III 


Valuation  of  Machine  Rental 


Type  of  Equipment 

Manufacturer 

Year  of  Model 

Original  Point  of  Shipment. 


Type  of  Equipment 

Manufacturer 

Year  of  Model 

Original  Point  of  Shipment. 


Exhibit  No.  91 
Equipment  Rental  Agreement 
This  contract,  entered  into  this day  of ,  19__,  by 


*a  corporation,  organized  and  existing  under  the  laws  of  the  State  of. 


*a  partnership  consisting  of 

*an  individual  trading  as 

of  the  City  of 

in  the  State  of 

hereinafter  called  the  Lessor,  and 

*a  corporation,  organized  and  existing  under  the  laws  of  the  State  of 


*a  partnership  consisting  of 

*an  individual  trading  as 

of  the  City  of 

in  the  State  of 

hereinafter  called  the  Lessee, 

Whereas,  the  Lessee  has  heretofore,  to  wit,  on  the day  of , 

19__,  entered  into  a  contract  hereinafter  called  the  principal  contract,  with  the 
United  States  of  America,  hereinafter  called  the  Government,  to  construct  for  the 
Government 


at  or  near  

*Delete  all  lines  which  do  not  apply. 

Whereas,  the  Lessor  has  agreed  to  rent  to  the  Lessee  for  use  in  connection 
with  the  afore-mentioned  construction  the  equipment  leased  on  schedule  "A" 
attached  hereto  and  made  a  part  hereof;  and 
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Whereas,  the  Lessor  has  read  and  is  familiar  with  each  and  every  part  of  said 
principal  contract,  and  the  respective  rights,  powers,  benefits,  and  liabilities  of 
the  Lessee  and  the  Government  thereunder; 

Now,  therefore,  this  agreement  witnesseth:  That  the  parties  hereto  do 
mutually  agree  as  follows: 

article  i 

The  Lessor  shall  furnish  the  equipment  listed  on  Schedule  "A"  attached  hereto 
and  made  a  part  hereof.  Equipment  shall  be  in  a  condition  to  render  efficient, 
economic,  and  continuous  service.  Each  piece  of  equipment  shall  be  clearly 
marked  with  the  identification  number  set  opposite  such  piece  on  Schedule  "A". 

article  II 

All  necessary  minor  or  field  repairs  to  equipment  shall  be  made  by  the  Lessee 
without  cost  to  the  Lessor.  Other  than  minor  or  field  repairs  shall  be  made  by 
the  Lessor  without  cost  to  the  Lessee.  All  gasoline  and  oil  for  the  operation 
of  such  equipment  will  be  furnished  by  the  Lessee. 

ARTICLE   III 

Equipment  is  rented  without  operators.  Any  operator  deemed  incompetent  by 
the  Lessor  and  the  Lessee  shall  be  removed  from  any  piece  of  equipment.  Should 
the  Lessor  and  the  Lessee  fail  to  agree  as  to  the  competency  of  any  operator  the 
matter  shall  be  submitted  to  the  Contracting  Officer  who  signed  the  principal 
contract  and  his  decision  shall  be  final  as  to  the  parties  hereto. 

ARTICLE   IV 

The  Lessor  shall  initiate  shipment  of  the  equipment  to  the  site  of  the  work 
immediately.     It  is  estimated  that  the  equipment  will  be  used  for  approximately 

working  hours,  but  the  Lessee  reserves  the  right  to  increase  or 

decrease  the  rental  period. 

article  v 

(a)  The  Lessor  shall  be  paid  at  the  rate  prescribed  in  Schedule  "A".  The 
rental  period  shall  begin  on  the  delivery  of  such  equipment  to  a  common  carrier 
for  shipment  to  the  site  of  the  work,  as  evidenced  by  the  bill  of  lading  covering 
such  shipment,  and  shall  terminate,  unless  title  to  the  equipment  passes  to  the 
Government  at  an  earlier  date,  on  the  date  of  delivery  of  such  equipment  to  a 
common  carrier,  for  shipment  from  the  site  of  the  work,  as  evidenced  by  the  bill 
of  lading  covering  such  shipment,  provided  such  equipment  is  delivered  without 
delay  after  notice  by  the  Lessee  or  the  Contracting  Officer,  of  the  principal  con- 
tract, to  the  Lessor  that  such  equipment  is  no  longer  required;  otherwise  the 
rental  shall  terminate  on  the  date  of  such  notice.  If  such  equipment  is  not  in 
sound  and  workable  condition  when  it  arrives  at  the  work  site  the  rental  period 
therefor  shall  not  begin  until  such  equipment  shall  have  been  placed  in  sound 
and  workable  condition  at  the  expense  of  the  Lessor.  No  transportation  charges 
for  the  shipment  thereof  shall  be  paid  by  the  Lessee  for  any  piece  of  equipment 
which  arrives  at  the  work  site  in  other  than  sound  and  workable  condition  if 
such  piece  of  equipment  cannot  be  placed  in  sound  and  workable  condition.  The 
determination  as  to  whether  such  equipment  is  in  sound  and  workable  condition 
shall,  in  every  instance,  be  made  by  the  Contracting  Officer  or  his  duly  authorized 
representative.  Slight  delays  in  the  use  of  any  piece  of  equipment  caused  by 
necessary  minor  or  field  repairs  and  replacements  shall  not  interrupt  the  rental 
period,  but  no  rental  shall  be  paid  for  the  period  of  any  delay  in  the  use  of  such 
piece  of  equipment  caused  by  other  than  necessary  minor  or  field  repairs. 

(6)  The  minimum  rental  set  forth  in  Schedule  "A"  shall  be  allowed  for  equip- 
ment in  good  repair  and  retained  at  the  site  of  the  work,  provided  such  retention 
is  approved  in  writing  by  the  Contracting  Officer  or  his  duly  authorized  repre- 
sentative. Transportation  will  be  paid  by  the  Lessee  f.  o.  b.  cars  at  original  point 
of  shipment,  and  return  transportation  f.  o.  b.  cars  to  original  point  of  shipment, 
or  equivalent  mileage,  but  charges  for  transportation  of  any  piece  of  equipment 
over  a  distance  in  excess  of  Five  Hundred  Miles  (500)  must  have  written  approval 
of  the  Contracting  Officer  or  his  duly  authorized  representative.  Only  loading 
and/or  unloading  costs  incurred  at  the  worksite  will  be  paid  by  the  Lessee.  Rental 
payments  will  be  made  monthly  on  or  about  the  10th  of  the  month  for  the  previous 
calendar  month. 
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ARTICLE    VI 

Failure  of  any  piece  of  equipment  to  perform  to  the  satisfaction  of  the  Lessee 
or  the  Contracting  Officer  or  his  duly  authorized  representative  shall  be  sufficient 
cause  for  the  termination  of  this  contract  by  the  Lessee,  or  the  requirement  by 
the  Lessee  that  the  equipment  be  replaced  with  equipment  of  satisfactor}'  per- 
formance. 

ARTICLE    VII 

When  the  equipment  rented  hereunder  shall  arrive  at  the  site  of  the  work  the 
Lessor  shall  file  with  the  Lessee  a  schedule  setting  forth,  (1)  the  fair  valuation  of 
each  piece  of  equipment  at  the  time  of  its  arrival  and  (2)  the  names  and  addresses 
of  any  and  all  persons  holding  any  lien  or  encumbrance  of  any  nature  whatsoever 
against  such  piece  of  equipment  together  with  the  amount  of  the  indebtedness 
secured  by  such  lien  or  encumbrance.  Such  valuation  shall  be  deemed  final  unless 
within  ten  days  (10)  after  the  equipment  has  been  set  up  and  operating,  the  Lessee 
or  the  Contracting  Officer  or  his  duly  authorized  representative  shall  modify  such 
valuation.  When  and  if  the  total  rental  paid  to  the  Lessor  for  any  piece  of  equip- 
ment shall  equal  the  value  thereof,  plus  one  percent  per  month  for  each  month  or 
fraction  thereof  such  piece  of  equipment  shall  have  been  in  use,  no  further  rental 
shall  be  paid  to  the  Lessor  and  title  shall  vest  in  the  Government.  At  the  com- 
pletion of  the  work  or  upon  termination  of  the  principal  contract  as  provided  in 
Article  VI  of  the  principal  contract,  the  Government  may  at  its  option  purchase 
any  piece  of  such  equipment  by  paying  the  Lessor  the  difference  between  the 
valuation  of  such  equipment  plus  1%  per  month  for  each  month  or  part  thereof 
such  piece  of  equipment  shall  have  been  in  use  and  the  total  rental  therefor  paid 
for  such  piece  of  equipment. 

ARTICLE    VIII 

Neither  this  contract  nor  any  interest  therein  shall  be  assigned  or  transferred, 
except  that  the  whole  or  any  part  is  assignable  to  the  Government. 

ARTICLE    IX 

The  Contractor  shall  have  the  same  right  and  under  the  same  conditions  and 
terms  to  terminate  this  contract  as  has  the  Government  in  the  principal  contract. 

ARTICLE    x 

This  contract  shall  be  subject  to  the  written  approval  of  the  Contracting 
Officer  who  executed  the  principal  contract,  or  his  duly  authorized  representative, 
and  shall  not  be  binding  until  so  approved. 

ARTICLE    XI 

The  following  changes  were  made  in  this  agreement  before  it  was  signed  by  the 
parties  hereto: 


In  witness  whereof,  the  parties  hereto  have  executed  this  agreement  as  of 
the  day  and  year  first  above  written. 
Witness: 

(Lessor) 

(1) By 

(2) 

(1) (Lessee) 

(2) 

By 

"(Title)""" 
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I, ,  certify  that  I  am  the ,  secre- 
tary of  the  corporation  named  as  the  Lessor  herein;  that , 

who  signed  this  agreement  on  behalf  of  the  Lessor,  was  then , 

of  said  corporation ;  that  said  agreement  was  duly  signed  for  and  in  behalf  of  said 
corporation  by  authority  of  its  governing  body,  and  is  within  the  scope  of  its 
corporate  powers. 

[Corporate  Seal] 

Place 

Date 

I ,  certify  that  I  am  the secretary 

of  the  corporation  named  as  the  Lessee  herein;  that ,  who 

signed  this  agreement  on  behalf  of  the  Lessee,  was  then of 

said  corporation;  that  said  agreement  was  duly  signed  for  and  in  behalf  of  said 
corporation  by  authority  of  its  governing  body,  and  is  within  the  scope  of  its 
corporate  powers. 

[Corporate  Seal] 

Place 

Date 

Approved: 


(Name) 


(Title) 

(To  be  executed  by  the  Contracting  Officer  who  executed  the  principal  contract 
named  herein,  or  his  successor  or  his  duly  authorized  representative.) 


Schedule  A 

Valuation  machine 

Rental 

Item  I.  The  lessee  shall  initiate  shipment  of  equip-  Item  II.  A  minimum  rental  period  of  —  hours  per 
ment  to  the  site  of  the  work  immediately.  It  is  esti-  week  or  days  per  month  shall  be  allowed  for  equip- 
mated  that  the  equipment  will  be  used  for  approxi-  ment  in  good  repair  and  retained  at  the  site  of  the 
mately  —  working  hours,  but  the  lessee  reserves  the  work,  provided  such  retention  is  approved  in  writ- 
right  to  increase  or  decrease  the  rental  period.  ing  by  the  constructing  officer  or  his  duly  authorized 

representative. 


Exhibit  No.  92 
Q.  M.  G.  O. 


C.  P.  F.  F.  Form  No.  1 

Approved  by  the  Assistant  Secretary  of  War 

July  12,  1940 


Contract  No.  W  6357  qm-216 
O.  I.  No.  280-41 


Cost-Pltjs-A-Fixed-Fee  Construction  Contract 


WAR    DEPARTMENT 

F.  Y. 

File  No.  600.1. 

Place:  Ft.  Bragg. 

Indexed 

Examined  by  E.  D.  W. 

To  G.  A.  O.  through  J.  A.  G.  O. 

Contractor,  T.  A.  Loving  &  Company,  Goldsboro,  North  Carolina. 
Fixed-fee,  $141,850.00. 

Contract  for  Construction  of  Complete  Cantonment  Camp,  including  necessary 
buildings,  temporary  structures,  utilities,  and  appurtenances  thereto. 
311932 — 41 — pt.  6 25 
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Place,  Fort  Bragg,  Fayetteville,  North  Carolina. 

Estimated  cost  of  project,  $3,731,845.00. 

Payments  to  be  made  by  Finance  Officer  at  Fort  Bragg,  North  Carolina. 

The  supplies  and  services  to  be  obtained  by  this  instrument  are  authorized  by, 
are  for  the  purpose  set  forth  in,  and  are  chargeable  to  the  following  procurement 
authorities,  the  available  balances  of  which  are  sufficient  to  cover  the  cost  of  the 
same: 

QM  9043  P  99  A  0540.063-N. 

M.  B.  Birdseye,  Major,  0.  M.  C. 

This  contract  is  authorized  by  the  following  laws: 

Public,  No.  611,  76th  Congress,  approved  June  13,  1940. 
Public,  No.  703,  76th  Congress,  approved  July  2,  1940. 


Cost-Plus-a-Fixed-Fee  Construction  Contract 

This  Contract,  entered  into  this  9th  day  of  September  1940  by  The  United 
States  op  America,  hereinafter  called  the  Government,  represented  by  the  Con- 
tracting Officer  executing  this  contract,  and  T.  A.  Loving  &  Company,  a  corpo- 
ration organized  and  existing  under  the  laws  of  the  State  of  North  Carolina,  of 
the  City  of  Goldsboro  in  the  State  of  North  Carolina,  hereinafter  called  the 
Contractor,  witnesseth  that: 

Whereas  the  Government  desires  to  have  constructed  a  complete  Canton- 
ment Camp,  including  the  necessary  buildings,  temporary  structures,  utilities, 
and  appurtenances  thereto  at  Fort  Bragg,  Fayetteville,  North  Carolina. 

Whereas  the  accomplishment  of  the  above-described  work  under  a  cost-plus- 
a-fixed-fee  contract,  entered  into  after  negotiations  approved  by  the  Secretary  of 
War,  and  without  advertising  for  proposals,  is  authorized  by  law;  and 

Whereas  as  a  result  of  such  negotiations,  the  Secretary  of  War  has  directed 
that  the  Government  enter  into  a  cost-plus-a-fixed-fee  contract  with  the  Con- 
tractor for  the  accomplishment  of  the  above-described  work ; 

Now,  Therefore,  the  parties  hereto  do  mutually  agree  as  follows: 

article  i.  statement  of  work 

1.  The  Contractor  shall,  in  the  shortest  possible  time,  furnish  the  labor,  mate- 
rials, tools,  machinery,  equipment,  facilities,  supplies  not  furnished  by  the  Gov- 
ernment, and  services,  and  do  all  things  necessary  for  the  completion  of  the  fol- 
lowing work:  Construct  a  complete  Cantonment  Camp,  including  necessary 
buildings,  temporary  structures,  utilities,  and  appurtenances  thereto,  and  com- 
prising 218  Barracks;  106  Mess  Halls;  107  Day  Rooms;  107  Storehouses;  16 
Officers'  Quarters;  7  Mess  Halls;  13  Administration  Buildings;  8  Guardhouses; 
3  Fire  Stations;  Post  Office;  Telephone  and  Telegraph  Building;  9  Post  Ex- 
changes; 8  Recreation  Buildings;  Theater  with  1,000  seats;  8  Infirmaries;  Utility 
Shop;  9  Motor  Repair  Shops;  4  Blacksmith  Shops;  10  Enclosed  Stables;  Hay 
Shed,  enclosed;  14  Warehouses;  Gasoline  Storage  Building;  Incinerator;  Cold 
Storage  Building;  Bakery  with  equipment;  Laundry  with  equipment;  Electric, 
Telephone,  and  Water  Lines;  Railroad  Trackage;  Sewers;  Roads;  Walks; 
Grading  and  Clearing,  in  accordance  with  the  drawings  and  specifications  or 
instructions  contained  in  appendix  "A"  hereto  attached  and  made  a  part  hereof, 
or  to  be  furnished  hereafter  by  the  Contracting  Officer  and  subject  in  every 
detail  to  his  supervision,  direction,  and  instructions. 

It  is  estimated  that  the  total  cost  of  the  construction  work  covered  by  this  con- 
tract will  be  approximately  three  million  seven  hundred  thirty-one  thousand  eight 
hundred  forty-five  dollars  ($3,731,845.00),  exclusive  of  the  Contractor's  fee,  and 
that  the  work  herein  contracted  for  will  be  ready  for  utilization  by  the  Govern- 
ment within  one  and  one-half  (1}4)  months  from  the  date  of  this  contract.  It  is 
expressly  understood,  however,  the  the  Contractor  does  not  guarantee  the  correct- 
ness of  either  of  these  estimates.  The  estimated  total  cost  set  forth  above  is 
based  upon  a  detailed  estimate  agreed  to  by  both  the  Government  and  the  Con- 
tractor, a  copy  of  which  is  on  file  in  the  office  of !  The  Quartermaster  General  of  the 
Army. 

1  Insert  name  of  chief  of  branch  concerned. 
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In  consideration  for  his  undertaking  under  this  contract  the  Contractor  shall 
receive  the  following : 

(a)  Reimbursement  for  expenditures  as  provided  in  article  II. 

(b)  Rental  for  Contractor's  equipment  as  provided  in  article  II. 

(c)  A  fixed  fee  in  the  amount  of  one  hundred  forty-one  thousand  eight  hundred 

fifty  dollars  ($141,850.00)  which  shall  constitute  complete  compensa- 
tion for  the  Contractor's  services,  including  profit  and  all  general 
overhead  expenses. 

2.  The  Contracting  Officer  may,  at  any  time,  by  a  written  order  and  without 
notice  to  the  sureties,  make  changes  in  or  additions  to  the  drawings  and  specifi- 
cations, issue  additional  instructions,  require  additional  work,  or  direct  the  omis- 
sion of  work  covered  by  the  contract.  If  such  changes  cause  a  material  increase 
or  decrease  in  the  amount  or  character  of  the  work  to  be  done  under  this  contract, 
or  in  the  time  required  for  its  performance,  and  equitable  adjustment  of  the  amount 
of  the  fixed  fee  to  be  paid  to  the  Contractor  shall  be  made  and  the  contract  shall 
be  modified  in  writing  accordingly.  Any  claim  for  adjustment  under  this  article 
must  be  asserted  within  10  days  from  the  date  the  change  is  ordered:  Provided, 
however,  That  the  Contracting  Officer,  if  he  determines  that  the  facts  justify  such 
action,  may  receive  and  consider,  and,  with  the  approval  of  the  Chief  of  Branch, 
adjust  any  such  claim  asserted  at  any  time  prior  to  the  date  of  final  settlement  of 
the  contract.  If  the  parties  fail  to  agree  upon  the  adjustment  to  be  made,  the 
dispute  shall  be  determined  as  provided  in  article  XV  hereof.  But  nothing  pro- 
vided in  this  article  shall  excuse  the  Contractor  from  proceeding  with  the  prose- 
cution of  the  work  so  changed. 

3.  The  title  to  all  work,  completed  or  in  the  course  of  construction,  shall  be  in 
the  Government.  Likewise,  upon  delivery  at  the  site  of  the  work  or  at  an  approved 
storage  site  and  upon  inspection  and  acceptance  in  writing  by  the  Contracting 
Officer,  title  to  all  materials,  tools,  machinery,  equipment,  and  supplies,  for  which 
the  Contractor  shall  be  entitled  to  be  reimbursed  under  article  II,  shall  vest  in 
the  Government.  These  provisions  as  to  title  being  vested  in  the  Government 
shall  not  operate  to  relieve  the  Contractor  from  any  duties  imposed  under  the 
terms  of  this  contract. 

4.  The  work  shall  be  executed  in  the  best  and  most  workmanlike  manner  by 
qualified,  careful,  and  efficient  workers,  in  strict  conformity  with  the  best  standard 
practices. 

5.  Except  it  be  otherwise  authorized  by  the  Contracting  Officer,  all  materials 
shall  be  of  the  best  quality  of  their  respective  kinds.  If  the  Contracting  Officer 
requires  that  the  Contractor  submit  for  prior  approval  samples  of  materials  pro- 
posed for  use  in  the  work  covered  by  this  contract,  the  Contractor  shall  make  no 
commitments  for  such  materials  until  the  submitted  sample  has  been  approved 
by  the  Contracting  Officer. 

ARTICLE    II.    COST    OF   THE    WORK 

Reimbursement  for  contractor's  expenditures. 

1.  The  Contractor  shall  be  reimbursed  in  the  manner  hereinafter  described  for 
such  of  his  actual  expenditures  in  the  performance  of  the  work  as  may  be  approved 
or  ratified  by  the  Contracting  Officer  and  as  are  included  in  the  following  items: 

(a)  All  labor,  material,  tools,  machinery,  equipment,  supplies,  services, 
power,  and  fuel  necessary  for  either  temporary  or  permanent  use  for  the 
benefit  of  the  work.  All  articles  of  machinery  or  equipment  valued  at  $300 
or  less  shall  be  classed  as  tools  and  shall  be  charged  directly  to  the  work. 
Title  thereto  shall  thereupon  pass  to  the  Government. 

(b)  All  subcontracts  made  in  accordance  with  the  provisions  of  this 
agreement. 

(c)  Rental  actually  paid  by  the  Contractor,  at  rates  not  to  exceed  those 
approved  by  the  Contracting  Officer,  for  construction  plant  in  sound  and 
workable  condition,  such  as  pumps,  derricks,  concrete  mixers,  boilers, 
clamshell  or  other  buckets,  electric  motors,  electric  drills,  electric  hammers, 
electric  hoists,  mechanical  shovels,  locomotive  cranes,  power  saws,  engineers' 
levels  and  transits,  and  such  other  equipment  exceeding  $300  in  value  as 
may  be  necessary  for  the  proper  and  economical  prosecution  of  the  work. 
Each  contract  for  the  rental  of  construction  plant  or  parts  thereof  by  the 
Contractor  from  third  parties  shall  be  in  a  form  prescribed  by  the  Secretary  of 
War,  shall  be  subject  to  approval  by  the  Contracting  Officer,  and  shall  contain 
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the  same  provisions  entitling  the  Government  to  acquire  title  to  such  plant 
or  any  part  thereof  upon  the  same  conditions  as  those  contained  in  paragraph 
2  of  article  II  of  this  contract. 

(d)  Loading  and  unloading  at  the  site  of  the  work  of  construction  plant, 
owned  or  rented  by  the  Contractor;  the  transportation  thereof  to  the  place 
or  places  where  it  is  to  be  used  in  connection  with  said  work  and  return 
transportation  f.  o.  b.  cars,  to  the  point  of  original  shipment  or  equivalent 
mileage,  except  as  hereinafter  set  forth;  the  installation  and  dismantling 
thereof,  and  such  repairs  and  spare  parts  as  are  not  included  in  the  rental; 
provided  such  repairs  or  spare  parts  are  not  made  necessary  by  defects  in 
such  plant,  or  parts  thereof,  or  by  the  fault  or  negligence  of  the  Contractor 
or  his  employees;  but  charges  for  transportation  of  such  construction  plant 
over  distances  in  excess  of  500  miles  must  have  the  written  authorization 
of  the  Contracting  Officer  in  advance. 

(e)  Transportation  charges  on  materials  and  supplies. 

(/)  Transportation  and  traveling  expenses  to  and  from  the  work  of  the 
necessary  field  forces  for  the  economical  and  successful  prosecution  of  the 
work;  expenses  of  procuring  labor  and  expediting  the  production  and  trans- 
portation of  material  and  equipment.  Fxpenditures  under  these  items 
must  have  the  written  authorization  of  the  Contracting  Officer  in  advance. 

(g)  Salaries  of  resident  engineers,  superintendents,  timekeepers,  foremen, 
and  other  field  employees  of  the  Contractor  in  connection  with  the  work. 
In  case  the  full  time  of  any  field  employee  of  the  Contractor  is  not  a.pplied 
to  the  work  his  salary  shall  be  included  in  this  item  only  in  proportion  to 
the  actual  time  applied  thereto.  No  person  shall  be  assigned  to  service  by 
the  Contractor  as  superintendent  of  construction,  chief  engineer,  chief 
purchasing  agent,  chief  accountant,  or  sim.ilar  position  in  the  Contractor's 
field  organization,  or  as  principal  assistant  to  any  such  person,  until  there 
has  been  submitted  to  and  approved  by  the  Contracting  Officer  a  statement 
-of  the  qualifications  and  experience  of  the  person  proposed  for  such  assign- 
ment. The  regular  salary  or  compensation  rate  of  any  such  person  sha.ll 
not  be  in  excess  of  the  highest  salary  or  compensation  rate  received  by  him 
during  the  year  preceding  the  date  of  this  contract  plus  such  increase  as  the 
Contracting  Officer  may  approve. 

(h)   Temporary  rights  in  land  required  in  connection  with  the  work. 

(i)  Buildings  and  equipment  required  for  necessary  field  offices,  com- 
missarv,  hospital  and  other  facilities,  and  the  cost  of  maintaining  and  operat- 
ing sail  offices,  hospital  and  other  facilities,  including  minor  expenses  such 
as  teleerams,  telephone  service,  expressage,  and  postage.  The  cost  of 
maintaining  commissary  buildings  and  utility  service  therein  will  be  reim- 
bursed, but  the  cost  of  all  commissary  operating  personnel  and  suprlies 
will  be  borne  by  the  Contractor.  All  commissaries  shall  be  operated  as 
nearly  as  possible  without  profit  or  loss  and  shall  be  subject  to  such  sanitary 
regulations  as  the  Contracting  Officer  may  prescribe. 

(j)  Premiums  on  such  bonds  and  insurance  policies  as  the  Contracting 
Officer  may  require  for  the  protection  of  the  Government;  the  cost  of  all 
public  liability,  employer's  liability,  workmen's  compensation,  fidelity,  fire, 
theft,  burglary,  and  other  insurance  that  the  Contracting  Officer  may  approve 
as  reasonably  necessary  for  the  protection  of  the  Contractor. 

(k)  Losses  and  expenses,  not  compensated  by  insurance  or  otherwise 
(including  settlements  made  with  the  written  consent  of  the  Contracting 
Officer),  actually  sustained  by  the  Contractor  in  connection  with  the  work 
and  found  and  certified  by  the  Contracting  Officer  to  be  just  and  reasonable. 

(Z)  The  cost  of  reconstructing  and  replacing  any  of  the  work  destroyed 
or  damaged,  and  not  covered  by  insurance,  but  expenditures  under  this  item 
must  have  the  written  authorization  of  the  Contracting  Officer  in  advance. 

(to)  Payments  from  his  own  funds  made  by  the  Contractor  under  the 
Social  Security  Act,  and  any  applicable  State  or  local  taxes,  fees,  or  charges 
which  the  Contractor  may  be  required  on  account  of  this  contract  to  pay 
on  or  for  any  plant,  equipment,  process,  organization,  materials,  supplies, 
or  personnel;  and,  if  approved  in  writing  by  the  Contracting  Officer  in 
advance,  permit  and  license  fees,  and  royalties  on  patents  used  including 
those  owned  by  the  Contractor. 

(n)  Such  portion  of  the  transportation,  traveling,  and  hotel  expenses 
of  officers,  engineers,  and  other  employees  of  the  Contractor  as  is  actually 
incurred  in  connection  with  this  work.  Expenditures  under  this  item  must 
have  the  written  authorization  of  the  Contracting  Officer  in  advance. 
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(o)  When  specifically  approved  in  advance  by  the  Chief  of  Branch,  a 
reasonable  allowance  for  work  done  in  the  Contractor's  general  offices 
exclusively  for  and  directly  chargeable  to  the  work. 

(p)  Such  other  items  as  should,  in  the  opinion  of  the  Contracting  Officer, 
be  included  in  the  cost  of  the  work.  When  such  an  item  is  allowed  by  the 
Contracting  Officer,  it  shall  be  specifically  certified  as  being  allowed  under 
this  paragraph. 

(q)  It  is  agreed  that,  unless  otherwise  authorized  by  the  Contracting  Officer, 
all  allowances  as  items  of  cost  on  account  of  the  work  under  this  contract 
for  travel  expenses  and  subsistence  provided  for  herein  shall  conform  to  the 
allowances  authorized  by  the  "Standardized  Government  Travel  Regulations." 

Rental  for  Contractor's  equipment. 

2.  Rental  shall  be  paid  to  the  Contractor  for  such  construction  plant  or  parts 
thereof  as  he  may  own  and  furnish,  at  not  to  exceed  the  rates  approved  by  the 
Contracting  Officer.  Except  as  specified  below,  such  rental  shall  begin  on  the 
date  of  the  delivery  of  such  plant,  or  parts  thereof,  to  a  common  carrier  for  ship- 
ment to  the  site  of  the  work,  as  evidenced  by  the  bill  of  lading  covering  such  ship- 
ment, and  shall  terminate,  unless  title  thereto  passes  to  the  Government  at  an 
earlier  date,  on  the  date  of  the  delivery  of  such  plant,  or  parts  thereof,  to  a  com- 
mon carrier  for  shipment  from  the  site  of  the  work,  as  evidenced  by  the  bill  of 
lading  covering  such  shipment,  provided  such  plant,  or  parts  thereof,  are  so  deliv- 
ered without  delay  after  notice  by  the  Contracting  Officer  to  the  Contractor  that 
such  plant,  or  parts  thereof,  are  no  longer  required;  otherwise,  the  rental  shall 
terminate  on  the  date  of  such  notice.  If  such  plant,  or  any  part  thereof,  is  not 
in  sound  and  workable  condition  when  it  arrives  at  the  site  of  the  work,  the  rental 
period  therefor  shall  not  begin  until  such  plant,  or  parts  thereof,  shall  have  been 
placed  in  sound  and  workable  condition  at  the  expense  of  the  Contractor,  and  no 
rental  therefor  shall  be  paid  for  any  prior  period.  If  such  plant,  or  parts  thereof, 
cannot  be  placed  in  sound  and  workable  condition,  no  transportation  charges  for 
the  shipment  thereof  shall  be  included  in  the  cost  of  the  work  or  paid,  either  directly 
or  indirectly,  by  the  Government.  Determination  as  to  whether  such  plant,  or 
parts  thereof,  are  in  sound  and  workable  condition  shall,  in  every  instance,  be 
made  by  the  Contracting  Officer.  Slight  delays  in  the  use  of  such  plant,  or  parts 
thereof,  caused  by  necessary  minor  or  field  repairs  and  replacements  shall  not 
interrupt  the  rental  period,  but  no  rental  shall  be  paid  for  the  period  of  any  delay 
in  the  use  of  such  plant,  or  parts  thereof,  caused  by  other  than  necessary  minor 
or  field  repairs.  When  such  construction  plant  or  any  part  thereof  shall  arrive 
at  the  site  of  the  work,  the  Contractor  shall  file  with  the  Contracting  Officer  a 
schedule  setting  forth  the  fair  valuation  at  that  time  of  each  part  of  such  con- 
struction plant.  Such  valuation  shall  be  deemed  final  unless  the  Contracting 
Officer  shall,  within  10  days  after  the  machinery  has  been  set  up  and  working, 
modify  or  change  such  valuation.  When  and  if  the  total  rental  paid  to  the 
Contractor  for  any  such  part  shall  equal  the  valuation  thereof,  plus  one  percent 
(1%)  per  month  for  each  month  or  fraction  thereof  such  part  has  been  in  use,  no 
further  rental  therefor  shall  be  paid  to  the  Contractor,  and  title  thereto  shall  vest 
in  the  Government.  At  the  completion  of  the  work  or  upon  termination  of  the 
contract  as  provided  in  article  VI,  the  Government  may  at  its  option  purchase 
any  part  of  such  construction  plant  by  paying  to  the  Contractor  the  difference 
between  the  valuation  of  such  part  or  parts,  plus  one  percent  (1%)  per  month 
for  each  month  or  fraction  thereof  such  part  or  parts  have  been  in  use  and  the 
total  rentals  theretofore  paid  for  such  part  or  parts. 

General. 

3.  The  Government  reserves  the  right  to  furnish  any  materials,  construction 
equipment,  machinery,  or  tools  necessary  for  the  completion  of  the  work. 

4.  The  Government  reserves  the  right  to  pay  directly  to  common  carriers  any 
or  all  freight  charges  on  construction  plant,  materials,  and  supplies. 

5.  The  Government  reserves  the  right  to  pay  directly  to  the  persons  concerned 
all  sums  due  from  the  Contractor  for  labor,  materials,  or  other  charges. 

6.  Rates  of  rental  as  substitutes  for  scheduled  rental  rates  may  be  agreed  upon 
in  writing  between  the  Contractor  and  the  Contracting  Officer,  such  rates  to  be 
in  conformity  with  similar  rates  of  rental  charged  in  the  particular  territory  in 
which  the  work  covered  by  this  contract  is  to  be  performed.  Such  substitute 
rates  shall  be  subject  to  the  approval  of  the  Chief  of  Branch,  but  shall  be  followed 
until  so  approved,  at  which  time  any  necessary  adjustments  in  prior  payments 
will  be  made. 
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7.  No  salaries  of  the  Contractor's  executive  officers,  no  part  of  the  expense  in- 
curred in  conducting  the  Contractor's  main  office  or  regularly  established  branch 
offices,  and  no  overhead  expenses  of  any  kind,  except  as  specifically  authorized  in 
section  1  of  this  article,  shall  be  included  in  the  cost  of  the  work;  nor  shall  any 
interest  on  capital  employed  or  on  borrowed  money  be  included  in  the  cost  of  the 
work. 

8.  The  Contractor  shall,  to  the  extent  of  his  ability,  take  all  cash  and  trade 
discounts,  rebates,  allowances,  credits,  salvage,  commissions,  and  bonifications, 
and  when  unable  to  take  advantage  of  such  benefits  he  shall  promptly  notify  the 
Contracting  Officer  to  that  effect  and  the  reason  therefor.  In  determining  the 
actual  net  cost  of  articles  and  materials  of  every  kind  required  for  the  purpose  of 
this  contract,  there  shall  be  deducted  from  the  gross  cost  thereof  all  cash  and  trade 
discounts,  rebates,  allowances,  credits,  salvage,  commissions,  and  bonifications 
which  have  accrued  to  the  benefit  of  the  Contractor  or  would  have  so  accrued 
except  for  the  fault  or  neglect  of  the  Contractor.  Such  benefits  lost  through  no 
fault  or  neglect  on  the  part  of  the  Contractor,  or  lost  through  fault  of  the  Gov- 
ernment, shall  not  be  deducted  from  gross  costs. 

9.  All  revenue  from  the  operations  of  the  hospital  or  other  facilities,  except 
commissaries,  or  from  rebates,  discounts,  refunds,  etc.,  shall  be  accounted  for  by 
the  Contractor  and  applied  in  reduction  of  the  cost  of  the  work. 

ARTICLE    III — -PAYMENTS 

Reimbursement  for  cost. 

1.  The  Government  will  currently  reimburse  the  Contractor  for  expenditures 
made  in  accordance  with  article  II  upon  certification  to  and  verification  by  the 
Contracting  Officer  of  the  original  signed  pay  rolls  for  labor,  the  original  paid  in- 
voices for  materials,  or  other  original  papers.  Generally,  reimbursement  will  be 
made  weekly  but  may  be  made  at  more  frequent  intervals  if  the  conditions  so 
warrant. 

Rental  for  contractor's  equipment. 

2.  Rental  as  provided  in  article  II  for  such  construction  plant  or  parts  thereof 
as  the  Contractor  may  own  and  furnish  shall  be  paid  monthly  upon  presentation 
of  proper  vouchers. 

Payment  of  the  fixed-fee. 

3.  The  fixed-fee  prescribed  in  article  I  shall  be  compensation  in  full  for  the 
services  of  the  Contractor,  including  profit  and  all  general  overhead  expenses. 
Ninety  percent  (90%)  of  said  fixed-fee  shall  be  paid  as  it  accrues,  in  monthly  in- 
stallments based  upon  the  percentage  of  the  completion  of  the  work  as  determined 
from  estimates  made  and  approved  by  the  Contracting  Officer.  Upon  completion 
of  the  work  and  its  final  acceptance,  any  unpaid  balance  of  the  fee  shall  be  paid 
to  the  Contractor.  If  the  contract  is  terminated  for  the  convenience  of  the  Gov- 
ernment, before  completion,  the  Contractor  will  be  paid  that  proportion  of  the 
prescribed  fee  which  the  work  actually -completed  bears  to  the  entire  project,  less 
fee  payments  previously  made.  If  the  contract  is  terminated  due  to  the  fault  of 
the  Contractor,  no  additional  payments  on  account  of  the  fee  will  be  made. 

Payments  by  contractor. 

4.  If  bills  for  purchase  of  material,  machinery,  or  equipment,  or  pay  rolls  cover- 
ing employment  of  laborers  or  mechanics  incurred  by  the  Contractor  or  by  any 
subcontractor  hereunder  are  not  promptly  paid  by  the  Contractor  or  subcontrac- 
tor as  the  case  may  be,  the  Contracting  Officer  may,  in  his  discretion,  withhold 
from  payments  otherwise  due  the  Contractor  an  amount  equivalent  to  the  amount 
of  any  such  bill  or  pay  roll.  Should  the  Contractor  neglect  or  refuse  to  pay  such 
bills  or  pay  rolls  or  to  direct  any  subcontractor  to  pay  such  bills  or  pay  rolls  within 
five  (5)  days  after  notice  from  the  Contracting  Officer  so  to  do,  the  Government 
shall  have  the  right  to  pay  such  bills  or  pay  rolls  directly,  in  such  event  a  deduc- 
tion equal  to  five  percent  (5%)  of  the  amount  so  paid  directly  shall  be  made  from 
the  Contractor's  fee. 

Final  payment. 

5.  Upon  completion  of  the  work  and  its  final  acceptance  in  writing  by  the  Con- 
tracting Officer;  the  Government  shall  pay  to  the  Contractor  the  unpaid  balance 
of  the  cost  of  the  work  determined  under  article  II  hereof,  and  of  the  fee,  less  any 
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sum  that  may  be  necessary  to  settle  any  unsettled  claims  for  labor  or  material, 
or  any  claim  the  Government  may  have  against  the  Contractor.  The  Contract- 
ing Officer  shall  accept  the  completed  work  with  reasonable  promptness.  The 
Contractor  shall,  if  required,  furnish  the  Government  with  a  release  of  all  claims 
against  the  Government  arising  under  and  by  virtue  of  this  contract  other  than 
such  claims,  if  any,  as  be  specifically  excepted  by  the  Contractor  from  the  opera- 
tion of  the  release  in  stated  amounts  to  be  set  forth  therein. 

ARTICLE    IV. 

Records  and  accounts' — Inspection  and  audit. 

1.  The  Contractor  agrees  to  keep  records  and  books  of  account,  on  a  recog- 
nized cost-accounting  basis,  showing  the  actual  cost  to  him  of  all  items  of  labor, 
materials,  equipment,  supplies,  services,  and  other  expenditures  of  whatever  na- 
ture for  which  reimbursement  is  authorized  under  the  provisions  of  this  con- 
tract. The  system  of  accounting  to  be  employed  by  the  Contractor  shall  be 
such  as  is  satisfactory  to  the  Contracting  Officer. 

2.  The  Contracting  Officer  shall  at  all  times  be  afforded  proper  facilities  for 
inspection  of  the  work  and  shall  at  all  times  have  access  to  the  premises,  work 
and  materials,  to  all  books,  records,  correspondence,  instructions,  plans,  draw- 
ings, receipts,  vouchers,  and  memoranda  of  every  description  of  the  Contractor 
pertaining  to  said  work;  and  the  Contractor  shall  preserve  for  a  period  of  3  years 
after  completion  or  termination  of  this  contract,  all  the  books,  records,  and  other 
papers  herein  mentioned. 

3.  Any  duly  authorized  representative  of  the  Contractor  shall  be  accorded  the 
privilege  of  examining  the  books,  records,  and  papers  of  the  contracting  officer 
relating  to  the  cost  of  the  work  for  the  purpose  of  checking  up  and  verifying  such 
cost. 

ARTICLE   V 

Specinl  requirements. 

1.  The  Contractor  hereby  agrees  that  he  will: 

(a)  Procure  and  thereafter  maintain  such  bonds  and  insurance  in  such 
forms  and  in  such  amounts  and  for  such  periods  of  time  as  the  Contracting 
Officer  may  approve  or  require. 

(&)  Procure  all  necessary  permits  and  licenses;  obey  and  abide  by  all  ap- 
plicable laws,  regulations,  ordinances,  and  other  rules  of  the  United  States 
of  America,  of  the  State,  Territory,  or  subdivision  thereof  wherein  the  work 
is  done,  or  of  any  other  duly  constituted  public  authority. 

(c)  Unless  this  provision  is  waived  in  writing  by  the  contracting  officer, 
reduce  to  writing  every  contract  in  excess  of  two  thousand  dollars  ($2,000) 
made  by  him  for  the  purpose  of  the  work  hereunder  for  services,  materials, 
supplies,  machinery,  or  equipment,  or  for  the  use  thereof;  insert  therein  a 
provision  that  such  contract  is  assignable  to  the  Government;  make  all  such 
contracts  in  his  own  name,  and  not  bind  or  purport  to  bind  the  Govern- 
ment or  the  Contracting  Officer  thereunder.  No  purchases  in  excess  of 
$500  shall  be  made  or  placed  without  the  piior  approval  of  the  Contracting 
Officer. 

id)  Enter  into  no  subcontract  for  any  portion  of  the  work,  except  in  the 
form  prescribed  by  the  Secretary  of  War,  nor  without  the  written  approval 
of  the  Contracting  Officer.  Subcontracts  are  defined  as  contracts  entered 
into  by  the  Contractor  with  others  which  involve  the  performance,  wholly 
or  in  part  at  the  site  of  the  work,  of  some  part  of  the  work  described  in 
Article  I  hereof. 

(e)  At  all  times  during  the  progress  of  the  work  keep  at  the  site  thereof  a 
duly  appointed  and  qualified  representative  who  shall  receive  and  execute 
on  the  part  of  the  Contractor  such  notices,  directions,  and  instructions  as 
the  Contracting  Officer  may  give. 

(/)  The  Contracting  Officer  may  require  the  Contractor  to  dismiss  from 
the  work  such  employee  as  the  Contracting  Officer  deems  incompetent, 
careless,  insubordinate,  or  otherwise  objectionable. 

(g)  At  all  times  use  his  best  efforts  in  all  acts  hereunder  to  protect  and 
subserve  the  interest  of  the  Government. 


1896       INVESTIGATION  OF  THE  NATIONAL   DEFENSE   PROGRAM 

ARTICLE    VI.    TERMINATION    OF    CONTRACT    BY    GOVERNMENT 

1.  Should  the  Contractor  at  anytime  refuse,  neglect,  or  fail  to  prosecute  the 
work  with  promptness  and  diligence,  or  default  in  the  performance  of  any  of  the 
agreements  herein  contained,  or  should  conditions  arise  which  make  it  advisable 
or  necessary  in  the  interest  of  the  Government  to  cease  work  under  this  contract, 
the  Government  may  terminate  this  contract  by  a  notice  in  writing  from  the 
Contracting  Officer  to  the  Contractor.  Such  termination  shall  be  effective  in  the 
manner  and  upon  the  date  specified  in  said  notice  and  shall  be  without  prejudice 
to  any  claims  which  the  Government  may  have  against  the  Contractor.  Upon 
receipt  of  such  notice  the  Contractor  shall,  unless  the  notice  directs  otherwise, 
immediately  discontinue  all  work  and  the  placing  of  all  orders  for  materials, 
facilities,  and  supplies  in  connection  with  performance  of  this  contract  and  shall 
proceed  to  cancel  promptly  all  existing  orders  and  terminate  work  under  all  sub- 
contractors insofar  as  such  orders  and/or  work  are  chargeable  to  this  contract. 

2.  If  this  contract  is  terminated  for  the  fault  of  the  Contractor,  the  Contract- 
ing Officer  may  enter  upon  the  premises  and  take  possession,  for  the  purpose  of 
completing  the  work  contemplated  by  this  contract,  of  all  materials,  tools,  equip- 
ment, and  appliances  and  all  options,  privileges,  and  rights,  and  may  complete 
or  employ  any  other  person  or  persons  to  complete  said  work. 

3.  Upon  the  termination  of  this  contract  as  hereinbefore  provided,  full  and 
complete  settlement  of  all  claims  of  the  Contractor  arising  out  of  this  contract 
shall  be  made  as  follows: 

(a)  The  Government  shall  assume  and  become  liable  for  all  obligations, 
commitments,  and  claims  that  the  Contractor  may  have  theretofore  in  good 
faith  undertaken  or  incurred  in  connection  with  said  work  and  in  accordance 
with  the  provisions  of  this  contract;  and  the  Contractor  shall,  as  a  condition 
of  receiving  the  payments  mentioned  in  this  article,  execute  and  deliver  all 
such  papers  and  take  all  such  steps  as  the  Contracting  Officer  may  require 
for  the  purpose  of  fully  vesting  in  the  Government  the  rights  and  benefits 
of  the  Contractor  under  such  obligations  or  commitments. 

(b)  The  Government  shall  reimburse  the  Contractor  for  all  expenditures 
made  in  accordance  with  Artilce  II  and  not  previously  reimbursed. 

(c)  If  this  contract  is  terminated  for  the  convenience  of  the  Government, 
the  Government  shall  reimburse  the  Contractor  for  such  further  expenditures 
after  the  date  of  termination  for  the  protection  of  Government  property 
and  for  accounting  services  in  connection  with  the  settlement  of  this  con- 
tract as  the  Contracting  Officer  may  approve. 

(d)  The  Government  shall  pay  to  the  Contractor  any  unpaid  balance  for 
the  rental  of  the  Contractor's  equipment  in  accordance  with  Article  II  to 
the  date  of  termination,  and  if  any  of  the  Contractor's  equipment  is  retained 
by  the  Government  under  the  provisions  of  this  article,  additional  compen- 
sation therefor  shall  be  paid  in  accordance  with  Article  II,  either  by  purchase 
or  rental  at  the  election  of  the  Contracting  Officer. 

(e)  The  obligation  of  the  Government  to  make  any  of  the  payments 
required  by  this  article,  or  by  paragraph  3,  Article  III  of  this  contract,  shall 
be  subject  to  any  unsettled  claims  for  labor  or  material  or  any  claim  the 
Government  may  have  against  the  Contractor. 

ARTICLE    VII.    PREFERENCE    FOR    DOMESTIC    ARTICLES 

1.  In  the  performance  of  the  work  covered  by  this  contract  the  Contractor, 
subcontractors,  materialmen  or  suppliers,  shall  use  only  such  unmanufactured 
articles,  materials,  and  supplies  as  have  been  mined  or  produced  in  the  United 
States,  and  only  such  manufactured  articles,  materials,  and  supplies  as  have 
been  manufactured  in  the  United  States  substantially  all  from  articles,  materials, 
or  supplies  mined,  produced,  or  manufactured,  as  the  case  may  be,  in  the  United 
States.  The  foregoing  provision  shall  not  apply  to  such  articles,  materials,  or 
supplies  of  the  class  or  kind  to  be  used  or  such  articles,  materials,  or  supplies  from 
which  they  are  manufactured,  as  are  not  mined,  produced,  or  manufactured,  as 
the  case  may  be,  in  the  United  States  in  sufficient  and  reasonably  available  com- 
mercial quantities  and  of  a  satisfactory  quality,  or  to  such  articles,  materials,  or 
supplies  as  may  be  excepted  by  the  head  of  the  department  under  the  proviso 
of  title  III.  section  3,  of  the  act  of  March  3,  1933,  47  Stat.  1520  (U.  S.  Code,  title 
41,  section  10b). 

2.  Inasmuch  as  the  materials  listed  below  or  the  materials  from  which  they  are 
made  are  not  mined,  produced,  or  manufactured,  as  the  case  may  be,  in  the 
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United  States  in  sufficient  and  reasonably  available  commercial  quantities  and 
of  satisfactory  qualities,  their  use  in  the  work  herein  specified  is  hereby  authorized 
without  regard  to  the  country  of  origin: 

Asbestos.  Kaurigum.  Rubber. 

Balsa  wood.  Lac.  Silk. 

China  wood  oil  (Tung  oil) .  Nickel.  Sisal. 

Chromium.  Nickel  alloy  (Monel    met- Teak  wood. 
Cork.                                             al).  Tin. 

Jute.  Platinum. 

Articles,  materials,  or  supplies  made  in  the  United  States  and  containing  mercury, 
antimony,  tungsten,  or  mica  of  foreign  origin  may  be  used  (subject  to  the  require- 
ments of  applicable  specifications)  in  the  work  herein  specified,  if  such  manufactured 
articles,  materials,  or  supplies  have  been  made  in  the  United  States  substantially 
all  from  articles,  materials,  or  supplies  mined,  produced,  or  manufactured,  as  the 
case  may  be,  in  the  United  States. 

ARTICLE    VIII.    CONVICT  LABOR 

The  Contractor  shall  not  employ  any  person  undergoing  sentence  of  imprison- 
ment at  hard  labor. 

ARTICLE   IX.    RATES  OF  WAGES NONREBATE 

1.  In  accordance  with  the  act  of  August  30,  1935  (49  Stat.  1011;  40  U.  S.  C 
276a  and  276a-l),  the  following  provisions  shall  apply: 

(a)  The  Contractor  or  his  subcontractor  shall  pay  all  mechanics  and  labor- 
ers employed  directly  upon  the  site  of  the  work,  unconditionally  and  not  less 
often  than  once  a  week,  and  without  subsequent  deduction  or  rebate  on  any 
account,  the  full  amounts  accrued  at  the  time  of  payment,  computed  at 
wage  rates  not  less  than  those  established  by  the  Secretary  of  Labor  for  the 
work  herein  specified,  regardless  of  any  contractual  relationship  which  may 
be  alleged  to  exist  between  the  Contractor  or  subcontractor  and  such  laborers 
and  mechanics;  and  the  scale  of  wages  to  be  paid  shall  be  posted  by  the  Con- 
tractor in  a  prominent  and  easily  accessible  place  at  the  site  of  the  work. 
The  Contracting  Officer  shall  have  the  right  to  withhold  from  the  Contractor 
so  much  of  accrued  payments  as  may  be  considered  necessary  by  the  Con- 
tracting Officer  to  pay  to  laborers  and  mechanics  employed  by  the  Contractor 
or  any  subcontractor  on  the  work  the  difference  betwreen  the  rates  of  wages 
required  by  the  contract  to  be  paid  laborers  and  mechanics  on  the  work  and 
the  rates  of  wages  received  by  such  laborers  and  mechanics  and  not  refunded 
to  the  Contractor,  subcontractors,  or  their  agents. 

(fe)  In  the  event  it  is  found  by  the  Contracting  Officer  that  any  laborer  or 
mechanic  employed  by  the  Contractor  or  any  subcontractor  directly  on  the 
site  of  the  work  covered  by  the  contract  has  been  or  is  being  paid  a  rate  of 
wages  less  than  the  rate  of  wages  required  by  the  contract  to  be  paid  as 
aforesaid,  the  Government  may,  by  written  notice  to  the  Contractor,  ter- 
minate his  right  to  proceed  with  the  work  or  such  part  of  the  work  as  to 
which  there  has  been  a  failure  to  pay  said  required  wages  and  prosecute  the 
work  to  completion  by  contract  or  otherwise  and  the  Contractor  shall  be 
liable  to  the  Government  for  any  excess  costs  occasioned  the  Government 
thereby. 

2.  Should  the  Contractor  or  any  subcontractor  pay  to  any  laborer  or  mechanic 
a  wage  based  upon  a  rate  in  excess  of  the  wage  rate  for  the  classification  in  which 
said  laborer  or  mechanic  is  included  as  established  for  the  work  by  the  Secretary 
of  Labor,  such  increased  wage  shall  be  at  the  expense  of  the  Contractor  and  shall 
not  be  reimbursed  by  the  United  States.  When,  in  connection  with  the  audit 
and  check  by  the  Contracting  Officer  or  his  authorized  representative,  of  the 
Contractor's  pay  rolls,  prior  to  reimbursement  as  contemplated  in  paragraph  1 
of  article  II  hereof,  it  is  found  that  one  or  more  laborers  and/or  mechanics  have 
been  paid  wages  at  rates  in  excess  of  the  wage  rates,  established  for  such  laborers 
and/or  mechanics,  the  reimbursement  made  to  the  Contractor  on  account  of  such 
pay  rolls  will  not  include  such  excess  payments.  The  provisions  of  this  section 
shall  not  apply  when  wage  rates  for  a  particular  classification  greater  than  those 
prescribed  by  the  (11)  Secretary  of  Labor  have  been  approved  in  writing  by  the 
Contracting  Officer  who  executed  this  contract  or  his  successor. 
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3.  The  Contractor  shall  furnish  to  the  Government  representative  in  charge 
at  the  site  of  the  work  covered  by  this  contract  or  if  no  Government  representative 
is  in  charge  at  the  site,  shall  mail  to  the  Federal  agency  having  control  of  the 
project,  within  7  days  after  the  payment  of  each  and  every  weekly  pay  roll,  an 
affidavit  in  the  form  prescribed  by  regulations  issued  jointly  by  the  Secretary  of 
the  Treasury  and  the  Secretary  of  the  Interior  under  date  of  January  8,  1935, 
or  any  modification  thereof  pursuant  to  the  act  of  June  13,  1934  (48  Stat.  948; 
40  U.  S.  C.  276b  and  276c),  sworn  to  by  the  officer  or  employee  of  the  Contractor 
supervising  such  payment  to  the  effect  that  each  and  every  person  employed  on 
the  work  has  been  paid  in  full  the  weekly  wages  shown  on  the  pay  roll  covered 
by  the  affidavit;  that  no  rebates,  or  deductions  from  any  wages  due  such  employee 
or  employees  not  required  by  law  have  been  made  either  directly  or  indirectly, 
and  that  to  the  best  of  the  knowledge  and  belief  of  the  affiant  no  agreement  or 
understanding  exists  with  any  person  employed  on  the  project  pursuant  to  which 
any  person,  directly  or  indirectly,  by  force,  intimidation,  threat,  or  otherwise, 
induces  or  receives  any  deductions  or  rebates  in  any  manner  whatever  from  any 
sum  paid  or  to  be  paid  any  person  for  labor  performed  in  carrying  out  this  con- 
tract. At  the  time  upon  which  the  first  affidavit  with  respect  to  wages  paid 
employees  is  filed  the  Contractor  shall  also  furnish  an  affidavit  executed  by  its 
president  or  a  vice  president,  setting  forth  the  name  of  the  officer  or  employee 
who  supervises  the  payment  of  employees  and  stating  that  such  officer  or  employee 
is  in  a  position  to  have  full  knowledge  of  the  facts  set  forth  in  the  affidavit  re- 
specting the  payment  of  wages  of  employees.  A  similar  affidavit  shall  be  filed 
immediately  in  the  event  that  a  change  is  made  in  the  officer  or  employee  who 
supervises  the  payment  of  employees.  The  Contractor  shall  cause  appropriate 
provisions  to  be  inserted  in  all  subcontracts  relating  to  this  work  to  insure  fulfill- 
ment of  the  requirements  of  this  article. 

ARTICLE    X.    WORKMEN'S    COMPENSATION    LAWS 

The  act  of  June  25,  1936  (49  Stat.  1938,  1939;  40  U.  S.  C.  290),  provides  that 
the  several  States  have  authority  to  make  their  workmen's  compensation  laws 
applicable  to  contracts  for  the  construction,  alteration,  or  repair  of  a  public 
building  or  public  work  of  the  United  States,  and  the  several  States  are  vested 
with  the  power  and  authority  to  enforce  such  State  laws  on  lands  of  the  United 
States. 

ARTICLE    XI.    ACCIDENT    PREVENTION 

The  Contractor  shall  at  all  times  exercise  reasonable  precautions  for  the  safety 
of  employees  on  the  work  and  shall  comply  with  all  applicable  provisions  of 
Federal,  local,  State,  and  municipal  safety  laws  and  building  and  construction 
codes. 

ARTICLE    XII.    OFFICIALS    NOT    TO    BENEFIT 

No  Member  of  or  Delegate  to  Congress,  or  Resident  Commissioner,  shall  be 
admitted  to  any  share  or  part  of  this  contract  or  to  any  benefit  that  may  arise 
therefrom,  but  this  provision  shall  not  be  construed  to  extend  to  this  contract 
if  made  with  a  corporation  for  its  general  benefit. 

ARTICLE    XIII.    APPROVAL    REQUIRED 

This  contract  shall  be  subject  to  the  written  approval  of  the  Secretary  of  War 
and  shall  not  be  binding  until  so  approved. 

ARTICLE    XIV.    COVENANT    AGAINST    CONTINGENT    FEES 

The  Contractor  warrants  that  he  has  not  employed  any  person  to  solicit  or 
secure  this  contract  upon  any  agreement  for  a  commission,  percentage,  brokerage 
or  contingent  fee.  Breach  of  this  warranty  shall  give  the  Government  the  right 
to  terminate  the  contract,  or  in  its  discretion,  to  deduct  from  payments  due  the 
Contractor  the  amount  of  such  commission,  percentage,  brokerage,  or  contingent 
fee.  This  warranty  shall  not  apply  to  commissions  payable  by  Contractors 
upon  contracts  or  sales  secured  or  made  through  bona  fide  established  commercial 
or  selling  agencies  maintained  by  the  Contractor  for  the  purpose  of  securing  busi- 
ness. 

ARTICLE    XV.    DISPUTES 

Except,  as  otherwise  specifically  provided  herein,  all  disputes  concerning 
questions  of  fact  arising  under  this  contract  shall  be  decided  by  the  Contracting 
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Officer  subject  to  written  appeal  by  the  Contractor  within  30  days  to  the  Chief 
of  Branch  concerned  or  his  duly  authorized  representative  whose  decision  shall 
be  final  and  conclusive  upon  the  parties  hereto  when  the  amount  involved  is 
$15,000  or  less.  When  the  amount  involved  is  more  than  $15,000  the  decision 
of  the  Chief  of  Branch  shall  be  subject  to  written  appeal  within  30  days  by  the 
Contractor  to  the  Secretary  of  War  or  his  duly  authorized  representative,  whose 
decision  shall  be  final  and  conclusive  upon  the  parties  hereto.  In  the  meantime 
the  Contractor  shall  diligently  proceed  with  the  work  as  directed. 

ARTICLE    XVI.    CONTRACTOR'S    ORGANIZATION    AND    METHODS 

Upon  the  execution  of  this  contract  the  Contractor  shall  submit  to  the  Con- 
tracting Officer  a  chart  showing  the  executive  and  administrative  personnel  to  be 
regularly  assigned  for  full  or  part-time  service  in  connection  with  the  work  under 
contract  together  with  a  written  statement  of  the  duties  of  each  person  and  the 
administrative  procedure  to  be  followed  by  the  Contractor  for  the  control  and 
direction  of  the  work;  and  the  data  so  furnished  shall  be  supplemented  as  additional 
pertinent  data  become  available.  There  shall  also  be  submitted  to  the  Con- 
tracting Officer  by  the  Contractor  charts  of  the  various  field  organizations  showing 
all  personnel  other  than  artisans,  mechanics,  helpers,  and  laborers  to  be  assigned 
for  full  or  part-time  service  outside  of  the  central-office  organization,  together 
with  a  written  statement  of  the  duties  and  rates  of  pay  of  each  person  and  the 
procedure  proposed  to  be  followed  by  the  Contractor  for  the  accomplishment  of 
all  field  work:  including  temporary  requirements;  and  the  data  so  furnished  shall 
be  supplemented  as  additional  pertinent  data  become  available.  Statements  of 
procedure  shall  include  purchasing,  disbursing,  accounting,  transportation, 
storage,  employment,  housing,  sanitation,  subsistence,  recreation,  and  similar 
essential  activities  and  methods. 

ARTICLE    XVII.    DEFINITIONS 

1.  The  term  "Chief  of  Branch"  refers  to  the  head  of  a  branch  or  bureau  of  the 
War  Department  viz.,  the  Quartermaster  General,  the  Chief  of  Engineers,  etc., 

2.  The  term  "his  duly  authorized  representative"  shall  mean  any  person  au- 
thorized by  the  Secretary  of  War  or  a  chief  of  branch,  as  the  case  may  ber  to  act 
for  him  other  than  the  Contracting  Officer. 

3.  Except  for  the  original  signing  of  this  contract,  the  term  "Contracting 
Officer"  as  used  herein  shall  include  his  duly  appointed  successor  or  his  authorized 
representative. 

ARTICLE    XVIII.    ALTERATIONS 

The  following  changes  were  made  in  this  contract  before  it  was  signed  by  the 
parties  hereto: 

Changes  are  set  forth  in  Appendix  "  B  "  attached  hereto  and  made  a  part  hereof. 
In  witness  whereof,  the  parties  hereto  have  executed  this  contract  as  of  the 
day  and  year  first  above  written. 
Approved  September  10,  1940. 
E.  B.  Gregory, 
Major  General, 

The  Quartermaster  General. 
E.  B.  Gregory 

The  United  States  of  America, 
By    C.  D.  Hartman, 

Brig.  Gen.,  Q.  M.  C.  (Contracting  Officer). 
C.  D.  Hartman 
T.  A.  Loving  &  Company,  Inc. 
By    T.  A.  Loving. 

Pres.,  Goldsboro,  North  Carolina. 
Two  witnesses: 

Edward  D.  Wells, 

8021  Q  St.  N.  W.,  Washington,  D.  C. 
O.  P.  Eastenwood,  Jr., 

4200  Fourth  St.,  North  Arlington,  Va. 
Approved  September  11,  1940,  by  direction  of  the  Secretary  of  War. 

Robert  P.  Patterson, 
The  Assistant  Secretary  of  War. 
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I,  R.  H.  Bryan,  certify  that  I  am  the  secretary  of  the  corporation  named  as 
Contractor  herein;  that  T.  H.  Loving,  who  signed  this  contract  on  behalf  of  the 
Contractor,  was  then  President  of  said  corporation;  that  said  contract  was  duly 
signed  for  and  in  behalf  of  said  corporation  by  authority  of  its  governing  body, 
and  is  within  the  scope  of  its  corporate  powers. 

R.  A.  Bbyan. 

[Corporate  seal]. 

I  hereby  certify  that,  to  the  best  of  my  knowledge  and  belief,  based  upon  ob- 
servation and  inquiry, ,  who  signed  this  contract  for  the 

had  authority  to  execute  the  same,  and  is  the  individual 

who  signs  similar  contracts  on  behalf  of  this  corporation  with  the  public  generally. 

(Contracting  Officer) 

DIRECTIONS  FOR  PREPARATION  OF  CONTRACT 

1 .  This  form  shall  be  used  when  authorized  by  the  Secretary  of  War  for  formal 
contracts  for  the  construction,  alteration,  or  repair  of  buildings  or  works  accom- 
plished under  the  provisions  of  the  law  specifically  authorizing  the  use  of  a  cost- 
plus-a-fixed-fee  contract. 

2.  There  shall  be  no  deviation  from  this  approved  contract  form,  except  as 
provided  for  in  these  directions,  without  approval  of  the  Secretary  of  War  or  his 
duly  authorized  representative.  Where  interlineations,  deletions,  additions,  or 
alterations  are  authorized,  specific  notations  of  the  same  shall  be  entered  in  the 
blank  space  following  the  article  entitled  "Alterations"  before  signing.  This 
article  is  not  to  be  construed  as  general  authority  to  deviate  from  the  form. 
Deletion  of  the  descriptive  matter  not  applicable  in  the  preamble  need  not  be 
noted  in  the  article  entitled  "Alterations." 

3.  All  blank  spaces  on  the  title  page  must  be  filled  in  including  a  citation  of  the 
act  or  acts  authorizing  the  contract.  The  Contracting  Officer  or  his  duly  author- 
ized representative  will  sign  the  certificate  of  availability  of  funds  appearing 
on  the  title  page. 

4.  The  blank  space  in  the  preamble  is  intended  for  the  insertion  of  a  statement 
of  the  work  to  be  done,  together  with  place  of  performance,  or  for  the  enumera- 
tion of  papers  which  contain  the  necessary  data. 

5.  The  blank  spaces  in  articles  I  and  XIII  must  be  filled  in  with  the  data  indi- 
cated therein.  The  contract  must  be  dated,  and  the  performance  and  payment 
bonds,  if  required,  must  bear  the  same  date. 

6.  Each  appendix  will  contain  a  sufficiently  descriptive  statement  to  identify 
it  with  the  contract,  viz: 

Appendix  "A" 

to  Contract  No. ,  dated between  The  United 

States  of  America  and 

for  the  construction  of 

7.  Contracts  subject  to  approval  are  not  valid  until  approved  by  the  authority 
designated  to  approve  them,  and  the  Contractor's  number  will  not  be  delivered, 
nor  any  distribution  made,  until  such  approval.  All  changes  and  deletions  must 
have  been  made  before  the  contract  is  forwarded  for  approval. 

8.  The  number  of  executed  copies  and  of  certified  copies,  designation  of  dis- 
bursing officer,  statement  of  appropriation,  amount  of  bond  if  required,  as  well 
as  other  administrative  details,  shall  be  as  directed  by  the  Chief  of  Branch  to 
which  the  contract  pertains. 

9.  An  officer  of  a  corporation,  a  member  of  a  partnership,  or  an  agent  signing 
for  the  principal,  shall  place  his  signature  and  title  after  the  word  "By"  under 
the  name  of  the  principal.  A  contract  executed  by  an  attorney  or  agent  on  be- 
half of  the  Contractor  shall  be  accompanied  by  two  authenticated  copies  of  his 
power  of  attorney,  or  other  evidence  of  his  authority  to  act  on  behalf  of  the 
Contractor. 

10.  If  the  Contractor  is  a  corporation,  one  of  the  certificates  following  the  sig- 
nature of  the  parties  must  be  executed.  If  the  contract  is  signed  by  the  secretary 
of  the  corporation,  then  the  first  certificate  must  be  executed  by  some  other 
officer  of  the  corporation  under  the  corporate  seal,  or  the  second  certificate  exe- 
cuted by  the  Contracting  Officer.  In  lieu  of  either  of  the  aforementioned  cer- 
tificates there  may  be  attached  to  the  contract  copies  of  so  much  of  the  records 
of  the  corporation  as  will  show  the  official  character  and  authority  of  the  officer 
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signing,  duly  certified  by  the  secretary  or  assistant  secretary,  under  the  corporate 
seal,  to  be  true  copies. 

11.  The  full  name  and  business  address  of  the  Contractor  must  be  inserted, 
and  the  contract  signed  with  his  usual  signature.  Typewrite  or  print  name  under 
all  signatures  to  contract  or  bonds. 

12.  Any  provisions  respecting  labor  or  materials  required  by  law  to  be  included 
in  this  contract  and  any  additional  contract  provisions  deemed  necessary  for  the 
particular  work  shall  be  made  the  subject  of  one  or  more  additional  articles  or 
included  in  the  specifications,  appendix  "A." 


Appendix  "B" 

To  Contract  No.  W6357  qm-216,  dated  September  9,  1940  between  the  United 
States  of  America  and  T.  A.  Loving  &  Company,  Goldsboro,  North  Carolina. 
1.  The  following  changes  were  made  in  the  afore-mentioned  contract  before  it 
was  signed:  . 

(a)  In  Article  II,  Section  1  (c)  lines  1,  2,  and  3  the  words  "mentioned  in 
the  schedule  of  rental  rates  in  Appendix  "B",  hereto  attached  and  made  a 
part  hereof,  except  as  hereinafter  set  forth.",  were  deleted  therefrom  and  in 
lieu  thereof  the  following  words  were  inserted:  "approved  by  the  Contracting 
Officer." 

(b)  In  Article  II,  Section  1  (d),  the  following  phrase  was  inserted  in  line  1 
between  the  words  "unloading"  and  "of":  "at  the  site  of  the  work".  There 
was  also  inserted  in  line  3  in  said  Article  and  Section  between  the  words 
"work"  and  "except"  the  phrase:  "and  return  transportation  f.  o.  b.  cars  to 
the  point  of  original  shipment  or  equivalent  mileage". 

(c)  In  Article  II,  Section  2,  lines  2  and  3,  the  words  "mentioned  in  the 
schedule  of  rental  rates  hereto  attached,  except  as  hereinafter  set  forth"  were 
deleted  therefrom  and  in  lieu  thereof  the  following  words  were  inserted: 
"approved  by  the  Contracting  Officer." 

(d)  In  Article  IX,  Section  2,  the  following  sentence  was  added  at  -the  end 
thereof:  "The  provisions  of  this  section  shall  not  apply  when  wage  rates  for 
a  particular  classification  greater  than  those  prescribed  by  the  Secretary  of 
Labor  have  been  approved  in  writing  by  the  Contracting  Officer  who  executed 
this  contract  or  his  successor." 


War  Department,  O.  Q.  M.  G. 


Change  Order  A 


authorization  and  approval  of  wage  rates  in  excess  of  those 
predetermined  by  the  secretary  of  labor 

Reference  is  made  to  Contract  No.  W-6357-QM  216,  Dated  9/9/40,  between 
the  United  States  of  America,  signed  for  and  in  behalf  thereof  by  C.  D.  Hartman, 
Brigadier  Genera],  Quartermaster  Corps,  as  Contracting  Officer,  and  T.  A.  Loving 
and  Company,  Goldsboro,  North  Carolina,  for  the  construction  of  Complete 
Cantonment  Camp  including  necessary  buildings,  temporary  structures,  utilities 
and  appurtenances  thereof  at  Fort  Bragg,  Fayetteville,  North  Carolina.  It  has 
been  determined  that  in  order  to  complete  promptly  and  efficiently  the  work  pro- 
vided for  thereunder,  it  is  necessary  that  the  Contractor  and  Sub-Contractor  pay 
to  laborers  and  mechanics  a  higher  rate  of  wages  than  the  predetermined  minimum 
rates  prescribed  b}r  the  Secretary  of  Labor  for  classifications  enumerated  below. 

Therefore,  in  accordance  with  Section  2,  Article  IX,  as  amended  by  Appendix 
"B,"  of  the  Contract,  the  Contracting  Officer  hereby  approves  as  a  reimbursable 
cost  to  the  Contractor  and  sub-contractors,  payment  of  the  following  rates  of 
wages : 

For  the  operation  of  heavy  power  equipment,  a  rate  between  the  limits 
of  500  (Fifty  Cents)  and  $1.00  (One  Dollar)  per  hour,  as  may  be  determined 
applicable  for  each  classification,  by  the  Constructing  Quartermaster. 

Date  September  17,  1940. 

By  direction  of  the  Contracting  Officer. 

E.  E.  Kirkpatrick,  Captain,  Q.  M.  C. 
Authenticated  copies: 

1  To  C.  Q.  M. 

1  To  Disbursing  Officer. 
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1  To  Contracting  Officer. 

1  To  Legal  Section. 

1  To  Ad'm.  Sec.  O.  Q.  M.  G.  (Lab.  Rel.). 

1  To  Fixed  Free  Branch. 

Executed  numbers:  1  To  C.  Q.  M.  for  contractor;  2  To  Legal  Section  (See 
A2  5-200,  par.  15  &  19). 

Change  Order  B 
War  Department,  O.  Q.  M.  G. 

AUTHORIZATION    AND    APPROVAL    OF    WAGE    RATES    IN    EXCESS    OP    THOSE    PREDE- 
TERMINED   BY    THE    SECRETARY    OF    LABOR 

Reference  is  made  to  Contract  No.  W-6357  qm-216,  Dated  9/9/40,  between  the 
United  States  of  America,  signed  for  and  in  behalf  thereof  by  C.  D.  Hartman, 
Brigadier  General,  Quartermaster  Corps,  as  Contracting  Officer,  and  T.  A. 
Loving  and  Company,  Goldsboro,  North  Carolina,  for  the  construction  of  Com- 
plete Cantonment  Camp  including  necessary  buildings,  temporary  structures, 
utilities  and  appurtenances  thereof,  at  Fort  Bragg,  Fayetteville,  North  Carolina, 
It  has  been  determined  that  in  order  to  complete  promptly  and  efficiently  the 
work  provided  for  thereunder,  it  is  necessary  that  the  Contractor  and  Sub- 
Contractor  pay  to  laborers  and  mechanics  a  higher  rate  of  wages  than  the  pre- 
determined minimum  rates  prescribed  by  the  Secretary  of  Labor  for  classifications 
enumerated  below. 

Therefore,  in  accordance  with  Section  2,  Article  IX,  as  amended  by  Appendix 
"B",  of  the  Contract,  the  Contracting  Officer  hereby  approves  as  a  reimbursable 
cost  to  the  Contractor  and  Sub-Contractors,  payment  of  the  following  rates 
of  wages: 

Classification :  Rate 

Steamfitters $1.  25  per  hour 

Plumbers ' 1.25    "       " 

Operators  of  heavy  power  equipment: 

Tractor  with  dozers 1.  00 

Tractor  with  pans  _ 1.00 

Finishing  machine 0.  75 

Motor  grader 0.  75 

Roller 0.  60 

Distributor 0.  60 

This  change  order  rescinds  and  supersedes  all  provisions  of  change  order  "A", 
effective  this  date. 

Date  September  17,  1940. 

By  direction  of  the  Contracting  Officer. 

E.  E.  Kirkpatrick,   Capt.  Q.  M.  C. 
Authenticated  copies: 
1  To  C.  Q.  M. 
1  To  Disbursing  Officer. 
1  To  Contracting  Officer. 
1  To  Legal  Section. 
1  To  Fixed  Fee  Section. 
1  To  Adm.  Sec.  O.  Q.  M.  G.  (Lab.  Rel.). 
Executed  number  :  1  To  C.  Q.  M.  for  contractor,   2  To  Legal  Section    (See 
AR  5-200,  par.  15  &  19). 


Change  Order  C 
War  Department,  O.  Q.  M.  G. 

authorization  and  approval  of  wage  rates  in  excess  of  those 
predetermined  by  the  secretary  of  labor 

Reference  is  made  to  Contract  No.  W-6357  qm-216,  Dated  9/9/40,  between 
the  United  States  of  America,  signed  for  and  in  behalf  thereof  by  C.  D.  Hartman, 
Brigadier  General,  Quartermaster  Corps,  as  Contracting  Officer,  and  T.  A.  Loving 
and  Company,  Goldsboro,  North  Carolina,  for  the  construction  of  Complete  can- 
tonment camp,  including  necessary  buildings,  temporary  structures,  utilities,  and 
appurtenances  thereof,  at  Fort  Bragg,  Fayetteville,  North  Carolina.     It  has  been 
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determined  that  in  order  to  complete  promptly  and  efficiently  the  work  provided 
for  thereunder,  it  is  necessary  that  the  Contractor  and  Sub-Contractor  pay  to 
laborers  and  mechanics  a  higher  rate  of  wages  than  the  predetermined  minimum 
rates  prescribed  by  the  Secretary  of  Labor  for  classifications  enumerated  below. 
Therefore,  in  accordance  with  Section  2,  Article  IX,  as  amended  by  Appendix 
"B",  of  the  Contract,  the  Contracting  Officer  hereby  approves  as  a  reimbursable 
cost  to  the  Contractor  and  Sub-Contractors,  payment  of  the  following  rates  of 
wages : 


Classification 

Established  basic  rate 

Revised  basic  rate 

Carpenter 

$0.75  per  hour... 

$0.90  per  hour. 

Date:  November  1,  1940. 

By  direction  of  the  Contracting  Officer. 


E.  E.  Kirkpateick, 

Captain,  Q.  M.  C. 

Distribution — Construction  Division — Office  of  The  Quartermaster  General. 
Authenticated  Copies: 

1  To  C.  Q.  M. 

1  To  Disbursing  Officer. 

1  To  Contracting  Officer. 

1  To  Legal  Branch. 

1  To  Fee  Building  Branch. 

1  To  Admin.  Branch  (Lab.  Rel.). 

Executed  Numbers:  1  To  C.  Q.  M.  for  contractor,  2  To  Legal  Branch  (See 
AR  5-200,  par.  15  &  19). 
J.  T.  O'C. 
L.  E.  B.,  I.  F.  B.,  (Form)  H.  W.  J.,  L.  M.,  E.  E.  K.,  H.  W.  L. 

40/1946. 


WAGE    ADJUSTMENT    AUTHORIZATION 

War  Department,  O.  Q.  M.  G. 

In  lieu  of  Change  Order  D 

authorization  and  approval  of  wage  rates  in  excess  of  those  predeter- 
mined   BY   THE    SECRETARY    OF   LABOR 

Reference  is  made  to  Contract  No.  W  6357  qm-216,  Dated  9/9/40,  between  the 
United  States  of  America,  signed  for  and  in  behalf  thereof  by  C.  D.  Hartman, 
Brigadier  General,  Quartermaster  Corps,  as  Contracting  Officer,  and  T.  A. 
Loving  Company,  for  the  construction  of  complete  cantonment  camp,  including 
necessary  buildings,  temporary  structures,  utilities  and  appurtenances  thereto, 
at  Fort  Bragg,  Fayetteville,  North  Carolina.  It  has  been  determined  that  in 
order  to  complete  promptly  and  efficiently  the  work  provided  for  thereunder,  it 
is  necessary  that  the  Contractor  and  Sub- Contractor  pay  to  laborers  and  mechan- 
ics a  higher  rate  of  wages  than  the  predetermined  minimum  rates  prescribed  by 
the  Secretary  of  Labor  for  classifications  enumerated  below. 

Therefore,  in  accordance  with  Section  2,  Article  IX,  as  amended  by  Appendix 
"B",  of  the  Contract,  the  Contracting  Officer  hereby  approves  as  a  reimbursable 
cost  to  the  Contractor  and  Sub- Contractors,  payment  of  the  following  rates  of 
wages: 


Classification 

Time  Worked  on: 
Saturdays 

Sundays 

Holidays 

Plnmhprs 

V/o  x  Basic  Rate.  .' . 

\lA  x  Basic  Rate 

lMix  Basic  Rate .. 

Date:  November  4,  1940. 

By  direction  of  the  Contracting  Officer: 

E.  E.  Kirkpatrick,  Captain,  Q.  M.  C. 
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Authenticated  Copies: 

1  To  Contracting  Officer 
1  To  CQM 

1  To  Disbursing  Officer 
1  To  Fee  Building  Branch 
1  To  Legal  Branch 
1  To  Accounting  &  Auditing  Branch 
1  To  Funds  &  Estimates  Branch 
1  To  Admin.  Branch  (Lab.  Rel.) 
J.  T.  O'C. 

Executed  Numbers:  1  To  CQM  for  Contractor,  2  To  Legal  Branch  for 
distribution. 

L.  E.  B.,  J.  W.  Y.,  H.  W.  J.,  L.  M.,  E.  E.  K.,  L.  R.  G. 

(See  AR  5-200,  par.  15  &  19.) 

40/2167. 

Dec.  12,  1940. 
Identified  as  the  detailed  estimate  of  cost  of  Supplements  Nos.  1,  2,  and  3  on 
which   the   cost-plus-a-fixed-fee    construction    contract    (supplemental)    at    Fort 
Bragg,  N.  C,  was  negotiated  this  date. 

United  States  of  America, 
By:  E.  F.  Shepherd,   Captain,   Q.  M.   C,  Assistant. 
Contractors: 
[seal]  T.  A.  Loving  &  Company, 

By     T.  A.  Loving,  President, 
Attest:  R.  A.  Bryan,  Sec. 

Approved:  Elmer  J.  Walltjs,  Engineering  Branch. 

Identified : 

H.  W.  Loving,  Asst.  to  Chief  Fixed  Fee  Branch. 
40/2185. 

September  6,  1940  QM  354  C-E  (Fort  Bragg,  N.  C.) 

Revised  Description  and"' Estimate  op  Temporary  Buildings — Fort  Bragg, 

N.  C. 

J.  M.  Strickland,  Engineering  Coordinator,  Chief  Engineering  Branch 

l.  description  op  project 

The  following  is  a  revised  description  of  above,  superseding  same  of  September 
4,  1940.  This  project  consists  of  construction  of  all  necessary  buildings,  exten- 
sions to  utilities  and  appurtenances  necessary  to  accommodate  increase  of  per- 
sonnel at  this  camp,  and  is  composed  of  approximately  655  temporary  buildings 
in  two  (2)  adjacent  sites. 

2.    ESTIMATE  OF  CONSTRUCTION  COST 

General  utilities: 

Electric 1 $97,  000 

Grading  &  Clearing 90,  000 

Railroad 30,000 

Roads  &  Walks 75,000 

Sewers 70,  000 

Telephones 50,  000 

Water 80,000 

492,  000 
Temporary  buildings: 

218  E.  M.  Barracks  W/Lav  @  $7,000 1,  526,  000 

106  E.  M.  Mess  @  $5,000 530,  000 

107  E.  M.  Day-Room  @  $1,800 192,  600 

107  E.  M.  Storehse  &  Co.  Adm.  @  $1,800 192,  600 

15  Officers'  Quarters  W/O  Mess  @  $16,450 246,  750 

1  Officers'  Quarters  ©  $3,400 3,  400 

7  Officers'  Mess  @  $3,900 27,  300 

2  Administration  Bldgs.  (Div.)  @  $5,000 10,  000 

5  Administration  Bldgs.  (Regt.)  @  $4,000 20,  000 

6  Administration  Bldgs.  (BN.)  @  $2,850 17,  100 
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Temporary  buildings — Continued. 

8  Guard  Houses  (Regt.)  @,  $2,800 $22 

3  Fire  Stations  (Brig.)  @  $7,000 21 

1  Post  Office  (Div.)  @  $6,500 6 

1  Tel.  &  Tel.  Building  @  $4,350 4 

4  Post  Exchanges  @  $5,500 22 

5  Post  Exchanges  @  $8,200 41 

8  Recreation  Buildings  @  $8,500 68 

1  Theatre,  1,000  Seats  @  $55,000 55 

8  Infirmaries  @  $6,800 '_  54 

1  QM  Utility  Shop  @  $12,000 12 

9  Motor  Repair  Shops  @  $7,500 67 

4  Blacksmith  Shops  W/SG  Qtr.  @  $1,950 7 

10  Enclosed  13  day  Stables  @  $4,440 44 

1  Hay  Shed  Enclosed  %,  $2,200 2 

12  Warehouses  Non-Insulated,  @  $18,900 226 

2  Warehouses  Insulated,  @  $20,000 40 

1  Q.  M.  Gasoline  Storage  Building 52 

1  Incinerator i 20 

1  Cold  Storage,  @  $100,000 100 

1  Bakery  _■ 37 

1  Laundry 150 


Total  Cost  Temporary  Buildings 3,  820 

Total  Project  cost   (Including  11%  for  overhead  engineering 

and  contingencies) 4,312 

Less  11%  for  above  items ^27 


400 
000 
500 
350 
000 
000 
000 
000 
400 
000 
500 
800 
400 
200 
800 
000 
500 
000 
000 
000 
000 


600 

600 
375 


Net  Total  Construction  Cost 3,  885,  225 

3.    ENGINEERING    INFORMATION    AVAILABLE 

a.  Location  of  construction  has  been  selected  by  the  C.  Q.  M.  and  approved 
by  Post  Planning  with  directions  to  proceed  in  preparation  of  layout  of  buildings 
and  will  be  furnished  as  soon  as  available. 

b.  Drawings  and  specifications  for  housing  buildings  totaling  $3,820,600  are 
completed  and  in  the  hands  of  the  C.  Q.  M.  with  the  exception  of  Laundry  and 
Cold  Storage  which  will  be  available  shortly. 

c.  Typical  standard  plans  and  specifications  will  be  furnished  for  guidance  of 
Architect-Engineer. 

4.    DESCRIPTION    OF    WORK    TO    BE    DONE    BY    ARCHITECT-ENGINEER 

The  Architect-Engineer  will  be  required  to  assist  in  adapting  the  camp  layout 
prepared  by  the  C.  Q.  M.  to  the  site.  This  work  will  be  done  in  collaboration 
with  the  Constructing  Quartermaster.  The  engineer  will  subsequently  design  the 
utilities  necessary  for  the  entire  camp  project  and  provide  technical  supervision 
for  the  entire  construction  of  the  project,  subject  to  the  administrative  control 
of  the  C.  Q.  M.  The  work  is  not  of  an  unusual  character,  but  must  be  handled 
in  the  most  practical  way  to  insure  speedy  completion.  The  net  construction  cost 
of  utilities  to  be  designed  is  $443,243. 

5.    BRIEF    DESCRIPTION    OF    WORK    TO    BE    DONE    BY    CONTRACTOR 

There  is  no  unusual  work  or  special  equipment  involved  in  this  project  other 
than  that  generally  described  in  Paragraph  1  above. 

6.    SUMMARY 

(a)   Construction  cost,  including  contractor's  fee $3,  885,  225 

(6)    Engineering,  including  fee,  4% 155,  409 

(c)  Administrative  Overhead,  2% 77,  704 

(d)  C.  Q.  M.  Overhead  and  Contingencies,  5% 194,  262 

Total  Project,  exclusive  of  land _. 4,  312,  600 

Estimated  Funds 4,  560,  600 

Strickland. 
311932— 41— pt.  6 26 
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October  11,  1940 


QM  652  C-E 


Description  and  Estimate   of  Supplement  No.    1,   Temporary  Buildings, 

Fort  Bragg,  N.  C. 

J.  M.  Strickland,  Engineering  Coordinator,  Chief  Engineering  Branch 

l.  description  op  project 

This  Supplement  No.  1  incorporates  additions  to  the  original  project  and  pro- 
vides for  additional  construction  for  additional  units  as  follows: 


National  Guard 


Officers 
and    war- 
rant officers 


Enlisted 
men 


Animals 


Vehicles 


(a)  112th  F.  A.  Reg't.  (75  MM  Hd.) 

(b)  178th  F.  A.  (155  MM  How.) 

(c)  134th  Med.  Reg't 

(d)  112th  Obs.  Sqn 


1,303 
1,368 


159 


910 


91 

246 
132 


Additional  construction  for  housing  items  (a),  (b),  and  (c),  includes  approxi- 
mately 217  temporary  buildings  and  extension  to  utilities. 

Additional  construction  for  housing  item  (d),  includes  7  temporary  buildings, 
extension  to  utilities,  Air  Corps  Technical  construction,  comprising  Parking 
Aprons,  Taxiway,  Ramp  to  Hangar,  and  one  Hangar  and  Shop  Building. 

This  Supplement  No.  1  also  incorporates  additional  construction  for  additional 
units  to  the  Regular  Army  as  follows: 


Officers  and 
warrant 
officers 

Enlisted 
men 

9th  Div.  (Original  &  Misc.  Units)  _  

494 
228 

11,  054 

6,665 

Total 

722 

17,719 

Additional  construction  for  housing  additional  units  to  9th  Div.  includes 
approximately  187  temporary  buildings,  magazines,  shops,  warehouses,  changes 
to  laundry  and  bakery,  extension  to  utilities  and  gasoline  storage. 


2.    ESTIMATE    OF    CONSTRUCTION    COST 

(a)   Items  not  to  be  designed  by  the  Architect-Engineer. 


Gross  cost 


Net  cost 


1.  Supplemental  telephone 

2.  Supplemental  telephone  (9th  Div.) 

Subtotal 

Less  11%  allowance  for  overhead  and  engineering 


$19,  000 
22,  300 


41,300 
4,093 


$37,  207 


(b)   Items  to  be  designed  by  Architect-Engineer. 


Gross  cost 


Net  cost 


(c)  General  Utilities  (112th  F.  A.,  178  F.  A.,  and  134th  Med.  Reg't.) 

Suppl.  Utilities,  112  Obs.  Squad 

Suppl.  Utilities,  9th  Div 

Subtotal 

Less  11%  allowance  for  overhead  and  engineering 


$196,  000 

12,  500 

343, 000 


551,  500 
54,  654 
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(c)   Temporary  Bldgs.  (112th  Obs.  Squadron.) 


Item 


Gross 
unit  cost 


Gross  cost 


Net  cost 


Barracks  W/Lav.  Stand 

Mess,  Stand 

Day  Room  A-5 - 

Strhse.,  SH-8 — 

Off.  Otrs.  &  Mess  O.  Q.  M.  40 

Parking  aprons,  inc.  taxiways  and  ramp  to  hangar,  17,500 

sq.  yds 

Hangar  and  Shops 


$7. 500 
4,800 
2,500 
2,200 

14,  000 


120, 000 


$22, 500 
4,800 
2,500 
2,200 
14, 000 

28, 875 
120, 000 


Subtotal 

Less  11%  allowance  for  overhead  and  engineering. 


194, 875 
19,  312 


$175, 563 


(d)  Temporary  Buildings  (112th  F.  A.,  178  F.  A.,  134  Med.  Regt.) 


Item 


Gross  unit 
cost 


Net  cost 


Barracks  W/Lav.  Stand 

Mess,  Stand 

Day  Room  A-5 

Strhse,  and  Co.  Adm.  SA-L_ 

Off.  Qtrs.  W/O.Mess 

Off.  Mess  Stand 

Adm.  Bldgs.  Regt 

Guard  Hse.  Bn.  GH-1 

Guard  Hse.  Regt.  GH-2 

Post  Exchange  E-2 

Post  Exchange  E-3 

Recreational  Bldgs.  RB-1 

Guest  House  Stand 

Infirmary  1-2 

Utility  Shop  SP-9 

Mot.  Rep.  Shops  SP-2 

Gas  Stations  GOS-2 

Mot.  Sheds  Enc.  S-D  17 

Blacksmith  Shops  Stand 

Hay  Shed  SD-15 

Storehouses,  Reg't.  SH  9 

Warehouses,  Non-Ins.  SH  13. 

Warehouse,  Ins.  SH  18 

Magazines 


$7,  500 
4,800 
2,500 
2,000 

13,  000 
4,300 
4,800 
2,250 
3,500 
6,000 
8,500 
9,600 

16,  500 
6,800 
5,000 
7,000 
4,200 
4,400 
1,950 
2,200 
4,000 

12,  000 

14, 000 


$480,  000 

144, 000 

75, 000 

60, 000 

65, 000 

12, 900 

14,  400 

2,250 

7,000 

6,000 

17,000 

28, 800 

16,  500 

20, 400 

5,000 

28. 000 

16, 800 

74, 800 

11,700 

2,200 

12,000 

24, 000 

14, 000 

13,  000 


Subtotal 

Less  11%  all.  for  overhead  &  Eng. 


,  150,  750 
114,038 


$1,  036,  712 


(e)   Additional  Temporary  Bldg.  (9th  Division). 


Barracks  W/Lav.  Stand 

Barracks  W/Lav.  Stand 

Barracks,  Alt.  to  existing  170  M  to  make  210  men 

Mess,  Stand.  170  men 

Mess,  Stand.  210  men 

Mess,  Stand.  250  men 

Day  Rooms  A-5 

Strhse  &  Co.  Adm.  SA-1 

Off.  Qtrs.  W/Mess  OQM  40 

Off.  Qtrs.  W/Mess  Q  8 

Post  Exchange  E-2 

Post  Exchange  E-3 . 

Theatre  TH-3 

Service  Club  SC-3 

Guest  House  Stand 

Dental  Clinic  DC-1 r 

Motor  Repair  Shop  SP-2 . 

Sthse.  Regt.  SH-9..r 

Warehouses  (Non-ins.)  SH-13 


$7,  500 

5,700 

400 

4,800 

5,100 

5,400 

2,500 

2,000 

13,  000 

3,100 

6,000 

8,500 

40, 000 

37,  750 

16,  500 

16,  500 

7,000 

4,000 

12,  000 


$570, 000 
205,  200 

16,  800 
19,  200 
15, 300 

5,400 

17,  500 
14, 000 
52,  000 

3,100 
6,000 
8,500 
40, 000 
37,  750 
16,  500 
16,500 
14, 000 
32, 000 
60, 000 
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(/)   Additional  Temporary  Bldg.  (9th  Division) — Continued. 


Num- 
ber of 
units 


Item 


Gross  unit 
cost 


Gross  cost 


Net  cost 


Warehouse  (Ins.)  SH-18 

Bakery  BAK-4 

Laundry  Increased  20,000  Men 

Gas  Stor.  Q.  M.,  12,000  gal.  @  .35. 


Subtotal 

Deductions  from  Original  Project: 

Bakery  BAK-2 

Laundry  10,000  Men 


$14,  000 
58, 000 


4,200 


$14, 000 

58, 000 

300,  000 

8,400 


37,  000 
150, 000 


1,  530, 150 


37,  000 
150,  000 


Total 

Subtotal,  temporary  additions  _ 
Less  deductions 


1,  530, 150 
187, 000 


Gross  Additional  Cost  Temp.  Add 

Less  11%  allowance  for  overhead  and  engineering.:... 

Grand  total  supplemental  additional  cost  of  project. 

Less  Tel.  Const.    (To  be  done  by  Signal  Corps) 

Grand  total  supplemental  additional  const,  cost 

Less  11%  allowance  for  overhead  and  engineering 


1, 343, 150 
133, 105 

3,  281,  575 
41,  300 


3,  240,  275 
321, 108 


$187, 000' 


1,  210, 045 


2,  919, 167 


3.    ENGINEERING    INFORMATION    AVAILABLE 

(a)  Many  of  the  buildings  comprising  the  original  project  will  be  duplicated 
in  the  additional  housing.  Drawings  and  specifications  which  are  complete  for 
other  buildings  will  be  transmitted  to  the  C.  Q.  M.  immediately.  Other  drawings 
will  be  sent  as  soon  as  available. 

(b)  Typical  standard  plans  and  specifications  will  be  furnished  for  guidance 
of  Architect-Engineer. 

4.    DESCRIPTION    OF    WORK    TO    BE    DONE    BY    ARCHITECT-ENGINEER 

(a)  The  Architect-Engineer  will  perform  the  necessary  surveys,  assist  in  adapt- 
ing, to  the  field  survey,  the  camp  layout  prepared  by  the  C.  Q.  M.,  design  the 
necessary  utilities  required  or  adapt  same  to  the  changes  in  buildings  and  facilities 
incorporated  in  this  supplement,  and  provide  technical  supervision  for  the  con- 
struction of  all  of  the  above,  subject  to  the  administrative  control  of  the  C.  Q.  M. 
The  work  is  not  of  an  unusual  character,  but  must  be  handled  in  the  most  prac- 
tical way  to  insure  speedy  completion. 

(b)  The  Architect-Engineer  will  not  be  required  to  design  the  supplemental 
telephone  construction.  This  work  will  be  executed  and  supervised  by  the 
Signal  Corps. 


5.    BRIEF    DESCRIPTION    OF    WORK    TO    BE    DONE    BY    CONTRACTOR 

(a)  There  is  no  unusual  work  or  special  equipment  involved  in  the  change  of 
this  project  required  by  this  supplement  other  than  generally  described  in  Para- 
graph 1. 

(b)  The  contractor  will  do  all  construction  for  all  items  listed  in  Paragraphs  1 
and  2  except  telephone  construction,  which  will  be  done  by  Signal  Corps. 

The  Government  is  to  furnish  the  structural  steel,  doors,  and  tracks,  for  item 
"Hangar  and  Shop"  listed  in  Paragraph  2  (e). 
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6.    SUMMARY 

(a)  Net  Differential  Add.  Supplemental  cost  incl.  contractors'  fee $2,  919,  167 

(b)  Engineering,  including  fee,  4% 116,  767 

(c)  Administrative  Overhead,  2% 58,  383 

(d)  Contingencies  and  C.  Q.  M.  overhead,  5% 145,  958 

Total,  exclusive  of  land 3,240,275 

7.    GENERAL  SUMMARY   OF   SUPPLEMENT   NO.   1 

Original  Utilities  Estimated  Cost 492,  000 

Original  Temporary  Bldgs.  Est.  Cost 3,  820,  600 

Gross  total  of  Original  Project 4,  312,  600 

Original  Utilities  Est.  Cost 492,  000 

Original  Temporary  Bldgs.  Est.  Cost 3,  820,  600 

Supplemental  Utilities  Est.  Cost 551,  500 

Items  Not  Designed  by  Architect-Eng 41,  300 

Supplemental  Temp.  Bldgs— Est.  Cost 2,  688,  775 

Total '_ 7,  594,  175 

Less  Telephone  Const 41,  300 

Gross  Total  of  Orig.  &  Supplemental  Projects 7,  552,  875 

Gross  Total  of  Original  Project 4,312,  600 

Gross  Supplemental  Additional  Difference 3,  240,  275 

Strickland. 
K.  C. 


October  24,  1940.  Q.  M.  652  C-E 

Description  and  Estimate   op  Supplement  No.   2,   Temporary  Buildings, 

Fort  Bragg,  N.  C. 

J.  M.  Strickland,  Engineering  Coordinator,  Chief  Engineering  Branch 

1.    DESCRIPTION    OP    PROJECT 

This  Supplement  No.  2  incorporates  additions  and  deductions  to  the  original 
project  and  Supplement  No.  1.  This  instrument  provides  for  additional  con- 
struction of  units  for  a  temporary  1,625-bed  hospital  on  a  2,000-bed  basis  and  for 
deduction  of  all  buildings  and  utilities  previously  provided  for  the  112th  Obs. 
Squadron  in  Supplement  No.  1. 

2.    ESTIMATE    OP    CONSTRUCTION    COST 

a.  Items  not  to  be  covered  by  contract  of  the  Architect-Engineer  and  not  to 
be  covered  by  contract  of  the  Contractor. 


Gross  cost 


Net  cost 


Telephone  (original  project) . 


$50, 000 


b.  Items  to  be  covered  by  contract  of  the  Architect-Engineer  and  contract 
for  the  construction. 
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Temporary  hospital  buildings 


Num- 
ber of 
units 


3 

1 

11 

1 

1 

1 

1 

1 

36 

14 

3 

2 

1 

6 

1 

5,200 

7,600 

5,200 

1,350 

1 

•1 

*1 

*1 

*3 


Item 


Administration  Bids;.,  A-3 

Nurses'  Qtrs.,  HQ-24 

Officers'  Qtrs.,  HQ-24 

Officers'  Mess,  M-28 

Barracks  Med.  Det.,  HB-54 

Mess,  E.  M.  Med.  Det.,  M-14... 

Clinic,  Med.  Comb.,  C-1B 

Clinic,  Surg.  &  X-ray,  C-4 

Infirmary,  1-2 

Physio-Therapy  Bid?.,  PY-1 

Wards,  W-l 

Wards,  Comb.  Std.,  W-2 

Wards,  Det.,  W-8 

Mess.  Patients',  M-18 

Storehouse,  M .  D .  w/Dis 

Storehouses,  M.  D.  w/Shelv 

Morgue,  MO-4 

1  f.  Covered  Walk  (open)  WK-1_ 
1  f.  Covered  Walk  (enc.)  WK-2.. 

1  f.  Service  Road 

1  f.  Stockage  Fence 

Heating  Plant,  HBH-19 

Clinic,  C-7A 

Dental  Clinic,  DC-1 

Post  Exchange,  E-l 

Recreation  Bldgs.,  A-5 


Sub-Total 

Less  11%  allowance  for  overhead  and  engineering. 


Gross  unit 
cost 


150.00 
900.  00 
500.  00 
850.  00 
250.  00 
500. 00 
600.  00 
600.  00 
800. 00 
400. 00 
450.  00 
000. 00 
150.00 
400. 00 
300. 00 
000. 00 
000. 00 
5.00 
12.00 
2.50 
1.50 
000.  00 
620.  00 
500.  00 
500. 00 
500. 00 


Gross  cost 


$8, 150 
95,  200 
28,  500 
20, 850 

90,  750 
23,  500 
12, 600 
12, 600 

6,800 
11,400 
412,  200 
168, 000 
42, 450 
56,  800 
12, 300 
48, 000 
11,000 
26, 000 

91,  200 
13,  000 

2, 025 

154, 000 

(13, 620) 

(16,  500) 

(5,  500) 

(7,  500) 


1, 347,  325 
133,  519 


Net  cost 


$1,  213, 806 


*Note.— These  items  not  authorized  in  contract  and  not  included  in  the  work  covered  by  this  supple- 
ment.   Change  in  wording  authorized  by  Fred  Warren  12/3/40. 


c.  Deductions. 


Temporary  Buildings  {112th  Obs.  Squadron) 


Num- 
ber of 
units 


Item 


Gross  unit 
cost 


Gross  cost 


Barracks  w/Lav.,  Stand 

Mess,  Stand „ 

Day  Room,  A-5 

Strhse.,  SH-8 

Off.  Qtrs.  &  Mess.,  O.  Q.  M.  40 

Parking  aprons,  inc.  taxiways  &  ramp  to  hangar,  17,500 

sq.  yds . 

Hangar  and  Shops 


$7,  500 
4,800 
2,500 
2,200 

14, 000 


120, 000 


Subtotal 

Less  11%  allowance  for  overhead  and  engineering. 


$22, 500 
4,800 
2,500 
2,200 
14, 000 

28,  875 
120, 000 


194,  875 
19, 312 


$175,  563 


d.   Grand  Total  Differential. 


Items 

Deductions 

Additions 

Gross  cost 

Net  cost 

$1, 347, 325 

$1,  347,  325 
194,  875 

$1,  213, 805 

$194, 875 

175,  563 

1, 152, 450 
50, 000 

1, 038, 243 

Less  Telephone  Const.,  orig.  project  (done  by  Signal 

Note. — The  original  project  included  $50,000  for 
telephone  construction.    This  is  deducted  since 
this  will  be  done  by  the  Signal  Corps. 

1, 102, 450 
109,  252 

Total  Net  Const.  Cost,  Supp.  #2  

993, 198 

October  24,  1940 


QM  652  C-E 


INVESTIGATION  OF  THE  NATIONAL  DEFENSE  PROGRAM      1911 

Description  and   Estimate  op  Supplement   No.   2,   Temporary  Buildings, 

Fort  Bragg,  N.  C. 

J.  M.  Strickland,  Engineering  Coordinator,  Chief  Engineering  Branch 

3.  engineering  information  available 

a.  Drawings  and  specifications  for  additional  buildings  of  this  supplement  are 
mostly  complete.  Those  which  are  complete  will  be  transmitted  to  the  C.  Q.  M. 
immediately.     The  remainder  will  be  sent  as  soon  as  available. 

b.  Typical  standard  plans  and  specifications  will  be  furnished  for  guidance  of 
the  Architect-Engineer. 

c.  Any  additional  field  survey  data  required  shall  be  obtained  in  the  field. 

4.    DESCRIPTION    OF    WORK    TO    BE    DONE    BY    ARCHITECT-ENGINEER 

a.  The  Architect-Engineer  will  perform  the  necessary  surveys,  assist  in  adapt- 
ing, to  the  field  survey,  the  camp  lay-out  prepared  by  the  C.  Q.  M.,  design  the 
necessary  utilities  required  or  adapt  same  to  the  changes  in  buildings  and  facilities 
incorporated  in  this  supplement,  and  provide  technical  supervision  for  the  con- 
struction of  all  of  the  above,  subject  to  the  administrative  control  of  the  C.  Q.  M. 
The  work  is  not  of  an  unusual  character,  but  must  be  handled  in  the  most  practical 
way  to  insure  speedy  completion. 

b.  The  Architect-Engineer  will  not  be  required  to  include  telephone  construc- 
tion in  his  contract.  This  work  will  be  executed  and  supervised  by  the  Signal 
Corps. 

5.    BRIEF    DESCRIPTION    OF    WORK    TO    BE    DONE    BY    CONTRACTOR 

a.  There  is  no  unusual  work  or  special  equipment  involved  in  the  change  of 
this  project  required  by  this  supplement  other  than  generally  described  in  Para- 
graph 1. 

b.  The  contractor  will  do  all  construction  for  all  items  listed  in  Paragraph  2-b, 
except  telephone  construction,  which  will  be  done  by  the  Signal  Corps. 

6.    SUMMARY 

Net  cost 

a.  Supplemental  Net  Construction  Cost $993,  198 

b.  Engineering,  Including  fee,  4  % 39,  728 

c.  Administrative  overhead,  2% 19,  864 

d.  Contingencies  and  C.  Q.  M.  overhead,  5% 49,  660 

Additional  Gross  Total  Differential,  exclusive  of  land.     Estimated 

Gross  Supplement  #2  to  General  Contract 1,  102,  450 

Strickland. 
evs 


Form  "A" 
November  28,  1940.  File  No.  QM  652  C-E  (Fort  Bragg,  N.  C.) 

Description  and  Estimate  of  Supplement  #3,  Fort  Bragg,  N.  C.   (F.  F.) 

i.  description  of  project 

(a)  This  Supplement  §8  incorporates  additions  and  deductions  to  the  original 
project  and  to  previous  Supplements.  Provision  is  made  in  this  Supplement  #3 
for  housing  and  hospitalization  as  follows: 

(1)  Regular  Army  Increase — IV  Corps  Area.     Housing  included  for  increased- 

units  and  for  additions  and  deductions  to  previously  estimated  hospital. 

(2)  Replacement   Center  —IV   Corps  Area.     Housing  included  for  Replace- 

ment Center  units  and  for  a  Second  Cantonment  Hospital. 
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(3)   Regular  Army  Increase — Housing  provided  for  the  following  units: 


Unit 


Officers  and 
warrant 
officers 


Enlisted 
men 


Enlisted 
men  in- 
crease (this 
estimated) 


Increases  to  Existing  Units: 

9th  Division 

Hq.  &  Hq.  Btry.  13th  F.  A.  Brig___ 

17th  F.  A.  (155-mm.  How.) 

36th  F.  A.  (155-mm.  Gun) 

1st  F.  A.  Bn.  (Oban.) 

4th  F.  A.  (75-mm.  How.  Pk.) 

1st  Bn.  6th  F.  A.  (75-mm.  gun.  hd.). 
1st  Bn.  79th  F.  A.  (240-mm.  How.).. 

67th  C.  A.  (A.  A.) 

76th  C.  A.  (A.  A.) 

77th  C.  A.  (A.  A.) 

41st  Engr.  Regt.  (G.  S.) 

15th  Ord.  Co.  (M.  M.) 

Cos.  C.  &  D.  67th  QM.  Bn.  (L.  M.) 
Cos.  E.  &  F.  47th  QM.  Regt.  (Trk.) 

34th  Ord.  Co.  (M.  M.) 

Co.  B  55th  QM.  Regt.  (H.  M.) 

Subtotals  Increases 

New  Units: 

General  Hospital 

Hq.  &  Hq.  Btrv.  C.  A.  Brig 

QM.  Co.  (Dep.  H.  M.) 

QM.  Co.  (Gas.  Sup.) 

HQ.  QM.  Bn.  (Trk.) 


612 

12 

69 

77 

22 

72 

25 

25 

75 

75 

75 

45 

6 

8 

9 

6 

3 


1,216 

3 

10 
4 
2 
2 


14,  606 

84 

1,368 

1,509 

394 

1,543 

561 

600 

1,800 

1,800 

1,800 

1,176 

140 

330 

200 

140 

224 


28, 275 

250 
72 

290 
95 
16 


(') 

10 

347 

371 

41 

138 

65 

90 

1,276 

2  1,  276 

2 1,  276 

1476 

72 

150 

2  20 

72 

104 


5,784 

250 
72 

290 
95 

2  16 


i  Estimated  Oct.  1,  1940. 
2  Colored. 

Exhibit  No.  93 
Plant  and  Equipment 

Article  7. —  The  Contractors  shall  provide  all  plant  and  equipment  required  for 
the  accomplishment  of  the  work  under  this  contract,  but  no  article  or  piece  of 
equipment  costing  in  excess  of  $200  shall  be  purchased  and  none  shall  be  rented 
at  a  rental  rate  in  excess  of  $100  per  month  except  after  prior  approval  in  writing 
bjr  the  Contracting  Officer  or  a  duly  authorized  representative. 

The  rental  compensation  for  items  of  plant  and  equipment  owned  or  controlled 
by  the  Contractors  shall  be  calculated  on  the  basis  of  cost  to  the  Contractors  with 
no  allowance  for  profit.  There  will  be  included  unless  otherwise  financed  (a) 
insurance  premiums;  (b)  depreciation;  (c)  property  taxes;  (d)  interest  on  invest- 
ment; (e)  general  administration  and  plant  expenses.  Rental  compensation  under 
this  paragraph  shall  be  calculated,  for  the  equipment  listed  therein,  in  accordance 
with  such  Plant  and  Equipment  Cost  and  Rental  Schedule,  as  may  be  required 
and  approved  by  the  Contracting  Officer. 

In  the  case  of  any  items  of  plant  and  equipment  owned  or  controlled  by  the 
Contractors  but  not  listed  in  said  schedule,  rental  compensation  under  this  para- 
graph shall  be  calculated  in  the  same  manner  and  upon  the  same  basis.  Fifteen 
percent  (15%)  will  be  retained  from  all  rental  compensation  payable  under  this 
paragraph  to  provide  for  proper  reimbursement  on  account  of  possible  savings 
under  the  arrangement  set  forth  in  said  schedule. 

All  equipment  shall  be  delivered  to  the  work  in  first  class  working  condition. 
During  the  progress  of  the  work  repairs  shall  be  made  as  required  by  the  exigencies 
of  the  work.  At  the  end  of  the  work,  the  equipment  shall  be  overhauled  and  placed 
in  as  good  condition  as  when  delivered  to  the  work,  minus  ordinary  wear  and  tear 
for  which  the  depreciation  allowance  noted  above  is  considered  to  be  adequate 
compensation.  The  cost  of  these  repairs  and  overhauls  shall  constitute  items  of 
cost  under  the  contract. 

In  calculating  payments  for  plant  rentals  no  deduction  from  or  additions  to  the 
normal  monthly  rates  shall  be  made  on  account  of  idle  time  or  shift  work,  respec- 
tively. 

In  calculating  the  actual  rental  costs  the  total  allowance  for  "depreciation" 
shall  not  exceed  50%  of  the  "insurable  value"  of  the  equipment  when  it  was 
delivered  to  the  work. 


INVESTIGATION  OF  THE  NATIONAL  DEFENSE  PROGRAM      1913 

The  Contracting  Officer  may  in  his  discretion  and  on  behalf  of  the  Government, 
take  possession  at  any  place  he  may  elect  of  any  item  of  plant  or  equipment  for 
the  purpose  of  transporting  it  to  the  site  where  it  is  to  be  used  or  held  for  further 
disposition  and  may  subsequently  return  any  such  item  to  the  possession  of  the 
Contractors  for  use  on  the  work. 

Final  disposition  of  all  items  of  the  Government  plant  and  equipment  shall  be 
made  as  directed  by  the  contracting  Officer. 

The  title  to  each  item  of  plant  and  equipment  purchased  for  the  Government 
passes  to  the  Government  when  acceptance  of  title  is  authorized  or  approved  by 
the  Contracting  Officer  or  a  duly  authorized  representative. 

The  Contractors  agree  to  use  such  items  of  plant  and  equipment  and  such  shop, 
storage,  transportation,  communication,  and  other  facilities  owned  by  the  Gov- 
ernment as  may  be  available  to  them  and  as  directed  by  the  Officer  in  Charge. 


Exhibit  No.  94 


San  Francisco 


sanderson  &  porter,  engineers 
Sanderson  &  Porter 


Chicago 


ENGINEERS 

52  William  Street,  New  York 

May  15,  1941. 
Mr.  Hugh  A.  Fulton, 

Chief  Counsel,  United  States  Senate, 

Special  Committee  Investigating  the  National  Defense  Program, 

Washington,  D.  C. 
Dear  Sir:  Replying  to  your  letter  dated  April  29,  1941,  we  submit  the  following 
answers  to  the  questionnaire  "Information  to  be  furnished  by  those  having  cost- 
plus-fixed-fee  contracts"  enclosed  therein: 

(1)   Comparative  balance  sheets  for  the  five  years  ending  December  31,  1940, 
are  attached  hereto  as  Exhibit  I.     Copy  of  letter  dated  July  25,  1940,  from  John 
E.  Bierwirth,  Vice  President,  The  New  York  Trust  Company,  attached  hereto 
as  Exhibit  II. 
(2) 


Gross  fees 

Net  profit 

1936 

$958, 827. 12 

1, 088,  919.  69 

647,  578.  75 

432,  509.  75 

1  735, 445. 44 

$382,  248. 90 

1937 

374, 025. 89 

1938 

144,  594. 01 

1939 

98, 836.  73 

1940 

251, 418.  60 

(3) 


West  Perm 
Power  Co. 

Potomac 
Edison  Co. 

Monongahela 

West  Penn 

Public  Service 

Co. 

Total  cost.  ---  -      _ 

$6, 354, 000. 00 

4, 250, 000.  00 

234, 000. 00 

162, 228. 99 

$2,  789, 000. 00 

2,  732, 000. 00 

154, 000. 00 

52, 149. 06 

$3,  340, 000. 00 

2,  360, 000.  00 

Fixed  fee. -  --- 

135, 000.  00 

Profit 

57, 242.  51 

1  Receipts  and  disbursements  during  the  year  1940  for  materials  and  labor  in  connection  with  the  con- 
struction of  the  Elwood  Ordnance  Plant  for  the  United  States  government  under  a  cost-plus-fixed-fee  con- 
tract dated  Sept.  19,  1940,  are  not  included  herein;  fees  for  services  are  included.  With  respect  to  other 
work,  material  and  labor  have  been  paid  for  directly  by  our  clients. 


(4)   We  are  proceeding  with  the  preparation  as  Exhibit  III  of  the  list  of  equip- 
ment as  requested  and  will  forward  the  same  promptly.     The  Contractor  has  not 
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purchased  any  equipment  for  its  own  account  (that  is,  as  Contractor-owned  equip- 
ment) in  order  to  perform  the  contract.  Construction  equipment  has  been  pur- 
chased where  deemed  to  be  more  economical  than  rental.  The  Contractor,  of 
course,  also  has  purchased  permanent  plant  operating  equipment. 

(5)  The  Contractor  has  not  leased  or  borrowed  any  equipment  for  the  purpose 
of  renting  the  same  to  the  government  under  the  contract.  The  Contractor  has 
rented  from  others  construction  equipment  as  authorized  by  the  contract.  Reim- 
bursement is  claimed  only  for  the  rental  actually  paid.  Enclosed  herewith  as 
Exhibit  IV  is  a  list  of  the  equipment  that  has  been  rented,  and  the  rental  rates 
per  unit.  In  many  cases,  additional  rent  is  payable  for  "second  shift"  operation. 
Some  of  the  equipment  listed  has  been  returned  to  the  lessors  because  no  longer 
needed. 

(6)  Attached  hereto  as  Exhibit  V  is  a  list  of  the  names  and  addresses  of  the  sub- 
contractors under  the  principal  contract  and  a  summary  of  the  purposes  and 
extent  of  the  subcontracts.  No  subcontracts  have  been  made  on  a  cost-plus 
.basis.  Neither  the  Contractor  nor  any  of  its  partners  have  had  any  subcontract 
from  any  of  such  subcontractors,  or  any  other  contract  or  arrangement  for  a  direct 
or  indirect  participation  in  profits  or  earnings  of  any  of  such  subcontractors.  -To 
the  best  of  the  Contractor's  knowledge  and  belief  no  person  associated  with  the 
Contractor  has  ever  had  a  subcontract  from  any  of  such  subcontractors  or  any 
other  contract  or  arrangement  for  a  direct  or  indirect  participation  in  profits  or 
earnings  of  any  of  the  subcontractors. 

(7)  The  following  answer  is  based  to  a  considerable  extent  upon  the  recollec- 
tions of  members  of  the  firm  of  Sanderson  &  Porter: 

November  2,  1939. — Mr.  Harrison  Smith,  a  partner  of  Sanderson  &  Porter,  and 
Mr.  W.  E.  Hamilton,  Manager  of  the  Construction  Department,  called  on  Colonel 
J.  K.  Clement,  executive  officer  of  the  New  York  district  of  the  Ordnance  Depart- 
ment at  his  office  in  New  York.  Messrs.  Smith  and  Hamilton  asked  Colonel 
Clement  what  provisions  the  Ordnance  Department  was  making  for  loading  high 
explosive  shells  in  case  of  war.  Colonel  Clement  stated  that  he  could  not  answer 
this  question  and  suggested  that  we  get  in  touch  with  Major  J.  P.  Harris  of  the 
Philadelphia  Ordnance  district,  Wilmington,  Delaware. 

November  3,  1939. — Mr.  Harrison  Smith  of  Sanderson  &  Porter  telephoned 
Major  J.  P.  Harris  in  Wilmington  and  asked  if  he  could  call  on  him  to  discuss  the 
Army's  plans  for  building  and  operating  shell  loading  plants.  Major  Harris  told 
Mr.  Smith  over  the  telephone  that  shell  loading  plants  came  under  Colonel  Lucien 
D.  Booth,  who  was  in  Washington,  and  suggested  that  we  see  Colonel  Booth. 

November  3,  1939. — Mr.  R.  L.  Hamill,  a  partner  of  Sanderson  &  Porter,  called  on 
Col.  L.  D.  Booth  in  Washington  and  told  him  of  Mr.  Smith's  experience  in  shell 
loading  during  the  last  war  and  of  Sanderson  &  Porter's  qualifications  for  design- 
ing, building  and  operating  a  shell  loading  plant.  Colonel  Booth  stated  that  the 
Ordnance  Department  did  not  then  have  any  money  which  could  be  used  for  the 
construction  and  operation  of  shell  loading  plants  but  that  he  was  glad  to  know  of 
our  experience  and  would  keep  us  in  mind  when  and  if  a  need  arose  for  our  services. 

November  9,  1939. — Letter  sent  to  Colonel  Booth  from  Sanderson  &  Porter. 

November  14,  1939. — Mr.  Harrison  Smith  and  Mr.  Hamill  of  Sanderson  &  Porter 
called  on  Colonel  Booth  in  Washington  and  told  him  that  there  was  a  possibility 
that  the  French  Government  might  want  Sanderson  &  Porter  to  build  and  operate 
a  shell  loading  plant  and  asked  Colonel  Booth  whether,  if  we  should  obtain  such 
a  contract,  it  would  be  possible  for  us  to  obtain  pertinent  information  on  current 
government  arsenal  methods  of  shell  loading  from  the  Ordnance  Department. 

Colonel  Booth  told  us  that  if  we  would  furnish  him  with  the  specific  information 
which  we  wanted  and  if  we  got  the  approval  of  the  State  Department,  he  would  be 
glad  to  submit  our  request  to  the  Ordnance  Department  and  that  his  personal 
opinion  was  that  the  Department  would  be  glad  to  furnish  us  pertinent  informa- 
tion under  these  conditions.  We  then  asked  for  permission  to  visit  Picatinny 
Arsenal  and  Colonel  Booth  suggested  that  we  write  the  Chief  of  Ordnance  making 
this  request. 

November  22,  1939. — Having  been  authorized  by  General  Wesson,  Chief  of 
Ordnance,  as  a  result  of  a  letter  addressed  to  General  Charles  T.  Harris,  Jr.,  Mr. 
Smith  and  Mr.  Hamill,  partners  of  Sanderson  &  Porter,  and  Mr.  Hamilton, 
Manager  of  the  Construction  Department,  visited  Picatinny  Arsenal.  They  met 
Captain  Regad,  who  turned  them  over  to  Lieutenant  Rodenhauser,  who  arranged 
for  them  to  report  to  Colonel  Chavin.  Colonel  Chavin  turned  them  over  to  Mr. 
Stank  in  charge  of  loading  fuses  and  boosters.  Mr.  Stank  took  them  through  the 
fuse  and  booster  departments.  They  were  then  introduced  to  Mr.  Hanson  in 
charge  of  shell  loading,  who  turned  them  over  to  Mr.  Gabe  Smith,  who  took  them 
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through  the  shell-loading  plant.      They  were  then  taken  to  the  bag-loading  plant 
and  Mr.  Nelson,  assistant  to  Mr.  Stillwell,  showed  them  through  this  plant. 

May  24,  1940. — Messrs.  Smith  and  Hamill  of  Sanderson  &  Porter  called  on 
Colonel  Booth  in  Washington.  He  was  absent  but  they  talked  with  Maj.  P.  E. 
Hofstadter  and  Captain  Schwartz.  Major  Hofstadter  and  Captain  Schwartz 
reviewed  our  qualifications  and  advised  that  when  and  if  the  government  decided 
to  build  shell-loading  plants,  we  would  be  kept  in  mind.  We  were  again  told  that 
no  money  was  available  for  construction  and  operation  of  additional  shell-loading 
plants. 

June  6,  1940.—  Mr.  Hamill  called  on  Colonel  Booth  in  Washington  and  was 
told  that  the  Ordnance  Department  still  did  not  have  any  money  available  for  the 
construction  and  operation  of  additional  shell-loading  plants. 

June  27,  1940. — Mr.  Harrison  Smith  of  Sanderson  &  Porter  and  Mr.  C.  S. 
Strike,  Vice  President  of  F.  H.  McGraw  &  Co.,  called  on  Lieutenant  Hunter  and 
Commander  Coombs  of  the  Bureau  of  Yards  and  Docks  to  obtain  specific  infor- 
mation about  a  proposed  naval  base  at  Quonset  Point,  Rhode  Island. 

June  27,  1940. — Mr.  Smith  and  Mr.  Strike  of  F.  H.  McGraw  &  Co.,  called  on 
Colonel  Pitts  and  Major  Thomas  of  the  Quartermasters  Department  with  refer- 
ence to  their  Firms'  qualifications  as  engineers  and  contractors.  Shell  loading 
plants  were  not  discussed. 

June  27,  1940. — Mr.  Harrison  Smith  of  Sanderson  &  Porter  called  on  Colonel 
Booth  and  also  talked  with  Captain  Schwartz.  Colonel  Booth  told  Mr.  Smith 
that  it  had  been  decided  to  give  the  Atlas  Powder  Company  a  contract  for  the 
operation  of  a  shell-loading  plant,  but  it  was  planned  to  build  two  or  more  addi- 
tional plants  and  that  Sanderson  &  Porter  was  being  given  serious  consideration 
therefor. 

June  28,  1940. — General  Hartman's  office  in  the  Quartermasters  Department 
telephoned  Mr.  Francis  Blossom,  a  partner  of  Sanderson  &  Porter,  and  asked 
him  to  be  in  Washington,  Monday,  July  1st.  Mr.  Blossom  arrived  in  Washington 
on  that  date.  On  July  3,  1940,  the  Quartermaster  General  appointed  Mr. 
Blossom  a  member  of  the  Construction  Advisory  Committee.  From  time  to 
time,  after  Mr.  Blossom  became  a  member  of  the  Construction  Advisory  Com- 
mittee, other  partners  of  Sanderson  &  Porter  discussed  with  him  generally  the 
reported  ordnance  program,  including  shell  loading,  but  Mr.  Blossom  took  no 
part  in  any  negotiations. 

July  3,  1940. — Mr.  Harrison  Smith  and  Mr.  Hamill  called  on  Mr.  Louis  John-' 
son,  Assistant  Secretary  of  War,  to  explain  our  qualifications  for  designing,  con- 
structing and  operating  a  shell  loading  plant.  Mr.  Johnson  told  them  that  he 
believed  these  plants  would  be  built  by  such  companies  as  du  Pont,  Atlas,  and 
Hercules  and  that  he  would  not  take  any  part  in  the  selection  of  engineers,  con- 
tractors, and  operators;  but  that  he  would  not  object  to  the  employment  of 
Sanderson  &  Porter  for  the  design,  construction  and  operation  of  a  shell  loading 
plant  if  the  technical  staff  of  the  Ordnance  Department,  including  Colonel  Booth 
and  General  Harris,  were  convinced  of  our  ability  to  carry  out  such  a  project. 

July  3,  1940. — Mr.  Harrison  Smith  and  Mr.  Hamill  of  Sanderson  &  Porter 
called  on  Colonel  Booth,  Major  Hofstadter  and  Mr.  Fred  Hawkes  in  Washington, 
and  were  told  that  we  should  see  Colonel  F.  H.  Miles,  Jr. 

July  3,  1940. — Mr.  Smith  and  Mr.  Hamill  talked  with  Colonel  F.  H.  Miles, 
Jr.  Major  Hofstadter  was  present.  They  reviewed  with  Colonel  Miles  our 
qualifications  for  designing,  constructing  and  operating  a  shell  loading  plant. 
Colonel  Miles  told  them  that  he  felt  loading  plants  should  be  built  and  operated 
by  the  same  concern  and  also  felt  that  men  with  experience  in  shell  loading  during 
the  last  war  were  better  qualified  to  undertake  this  task  than  powder  manufac- 
turers. Colonel  Miles  told  them  that  he  would  talk  with  his  superiors  about 
Sanderson  &  Porter  and  asked  them  to  return  to  his  office  in  Washington  on 
Monday,  July  8th,  with  a  list  of  personnel  skilled  in  shell  loading  and  available 
to  Sanderson  &  Porter. 

July  3,  1940. — Mr.  Smith  and  Mr.  Hamill  called  on  Major  Thomas  in  the 
Quartermasters  Department  to  review  with  him  the  qualifications  of  Sanderson 
&  Porter  as  engineers  and  contractors.  No  mention  was  made  of  shell  loading 
plants. 

July  8,  1940. — Mr.  Hamill  of  Sanderson  &  Porter  called  on  Mr.  Louis  Johnson, 
Assistant  Secretary  of  War,  and  asked  him  if  he  would  look  over  a  letter  dated 
July  6th  from  Sanderson  &  Porter,  setting  forth  our  qualifications  for  building 
and  operating  a  shell  loading  plant.-  Mr.  Johnson  said  that  he  did  not  want  to 
see  this  letter  as  he  would  have  nothing  to  do  with  picking  out  the  parties  to 
design  and  operate  these  plants.  He  told  us  that  the  selection  of  contractors  in 
the  first  instance  would  have  to  come  from  Colonel  F.  H.  Miles,  Jr. 
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July  8,  1940. — Mr.  Harrison  Smith  and  Mr.  Hamill  of  Sanderson  &  Porter  and 
Mr.  W.  E.  Canniff,  who  was  to  be  in  charge  of  the  design  and  operation  of  a  shell 
loading  plant,  if  Sanderson  &  Porter  should  obtain  a  contract,  called  on  Colonel 
F.  H.  Miles,  Jr.,  in  Washington.  They  showed  Colonel  Miles  a  letter,  dated 
July  6,  1940,  setting  forth  the  names  of  men  who  had  been  associated  with  either 
Mr.  Smith  or  Mr.  Canniff  in  shell  loading  operations  during  the  last  World  War 
and  a  number  of  whom  had  expressed  their  willingness  to  again  engage  in  such 
activities  with  Messrs.  Canniff  and  Smith.  The  men  with  whom  Messrs.  Smith 
and  Canniff  had  talked  knew  the  names  and  whereabouts  of  other  men  with  whom 
they  had  worked  under  Messrs.  Smith  and  Canniff,  and  knew  they  also  were 
available.  Colonel  Miles  studied  the  list  presented,  and  remembered  a  number 
of  the  men  as  having  been  engaged  in  shell  loading  activities  in  plants  under  his 
supervision  during  the  last  World  War,  and  said  that  he  personally  was  satisfied 
with  our  qualifications  for  this  work;  he  also  said  that  we  might  expect  to  hear 
from  him  shortly  and  should  be  ready  to  meet  him  in  Ohio  to  look  over  a  proposed 
plant  site. 

July  8,  1940. — Mr.  Smith  of  Sanderson  &  Porter  and  Mr.  Canniff  called  oh 
Major  Thomas  in  the  Quartermaster's  Department  to  supplement  information 
given  him  on  July  3rd.     Shell  loading  plants  were  not  discussed. 

July  12,  1940. — Mr.  Harrison  Smith  of  Sanderson  &  Porter  telephoned  Colonel 
Miles  and  was  asked  to  be  in  Cincinnati  at  7:45  A.  M.  Friday,  July  19th,  to  visit 
a  prospective  site  for  a  shell  loading  plant,  and  to  have  with  him  necessary  utility 
and  operating  men.  This  appointment  was  subsequently  cancelled  by  Colonel 
Miles. 

July  16,  1940. — Mr.  L.  R.  Shattuck  and  Mr.  Hamill,  partners  of  Sanderson 
&  Porter,  and  Mr.  Hamilton,  Manager  of  the  Construction  Department,  called 
on  Colonel  Lamphier  in  the  Quartermaster's  Department  to  discuss  our  general 
qualifications  as  engineers  and  contractors.  Shell  loading  plants  were  not 
discussed. 

July  16,  1940.- — Messrs.  Shattuck,  Hamill  and  Hamilton  asked  to  appear 
before  the  Construction  Advisory  Committee  to  the  Quartermaster's  Department 
to  present  our  qualifications  as  engineers  and  contractors.  Mr.  Dresser,  a  mem- 
ber of  the  Committee,  was  out  of  town.  Mr.  Francis  Blossom,  a  member  of  the 
Committee  and  a  partner  of  Sanderson  &  Porter,  retired  from  the  room  and 
Messrs.  Shattuck,  Hamill  and  HamiHon  appeared  before  Mr.  Harvey,  the  Chair- 
man of  the  Committee  to  present  our  qualifications  as  engineers  and  contractors. 
Shell  loading  plants  were  not  discussed. 

July  16,  1940. — Messrs.  Shattuck,  Hamill  and  Hamilton  called  on  Major 
Thomas  in  the  Quartermaster's  Department  to  be  sure  that  we  were  listed  both 
as  engineers  and  as  contractors.     Shell  loading  plants  were  not  discussed. 

July  16,  1940. — Messrs.  Shattuck,  Hamill  and  Hamilton  called  on  Commander 
Coombs,  Lieutenant  Hunter  and  Mr.  Bates  in  the  Bureau  of  Yards  and  Docks  to 
present  our  qualifications  as  engineers  and  contractors.  Shell  loading  plants  were 
not  discussed. 

July  26,  1940.- — Messrs.  Shattuck  and  Hamill  again  called  on  Commander 
Coombs  and  Mr.  Bates  of  the  Bureau  of  Yards  and  Docks  to  supplement  previous 
information  given  them. 

July  26,  1940. — Messrs.  Shattuck  and  Hamill  called  on  Major  Thomas  in  the 
Quartermaster's  Department  to  supplement  information  previously  given  him. 
Shell  loading  plants  were  not  discussed. 

July  26,  1940. — Messrs.  Shattuck  and  Hamill  called  on  Colonel  Miles,  who  was 
out  of  town.  They  saw  Colonel  Booth,  who  told  them  that  shell  loading  plants 
were  in  charge  of  Colonel  Miles  and  he  could  not  give  them  any  information 
thereon,  except  that  he  understood  the  Quartermaster's  Department  expected  to 
nominate  engineers  and  contractors  on  ordnance  plants.  Up  until  that  time  we 
had  understood  that  the  Ordnance  Department  would  nominate  not  only  the 
operators  but  also  the  engineers  and  contractors. 

July  26,  1940. — Messrs.  Hamill  and  Shattuck  called  on  Mr.  Harrison,  in  charge 
of  construction  for  the  Defense  Advisory  Committee,  to  present  our  qualifications 
as  engineers  and  contractors.  Mr.  Harrison  was  out  but  they  left  certain  infor- 
mation with  his  secretary. 

July  29,  1940.- — Mr.  Smith  and  Mr.  Hamill,  of  Sanderson  &  Porter,  called  on 
Major  Thomas,  of  the  Quartermaster's  Department,  and  told  him  that  up  until 
a  conversation  with  Colonel  Booth  a  few  days  before  they  had  understood  that 
the  Ordnance  Department  would  nominate  the  engineers  and  contractors,  as  well 
as  the  operators  for  all  shell-loading  plants,  and,  therefore,  had  not  talked  with 
the  Quartermaster's  Department  about  our  qualifications  to  design  and  build 
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shell-loading  plants,  but  that  they  now  understood  the  Quartermaster's  Depart- 
ment was  to  non.inate  the  engineers  and  contractors  for  such  plants  and  therefore 
wanted  to  have  an  opportunity  to  present  our  qualifications  for  designing  and 
building  shell-loading  plants  to  the  proper  persons  in  the  Quartern. aster's  Depart- 
ment. Major  Thomas  stated  that  they  should  appear  before  the  Construction 
Advisory  Com.mittee  to  present  such  qualifications. 

July  29,  1940.- — Mr.  Smith  and  Mr.  Hamill  appeared  before  the  Construction 
Advisory  Committee  and  saw  Mr.  Harvey,  Chairn.an,  and  Mr.  Dresser.  Mr. 
Blossom  was  not  present.  They  repeated  what  had  been  told  Major  Thomas 
and  then  presented  in  detail  the  particular  qualifications  of  Sanderson  &  Porter 
for  designing  and  building  a  shell-loading  plant. 

July  29,  1940.- — Mr.  Harrison  Sn.ith  saw  Colonel  Miles,  of  the  Ordnance  Depart- 
ment, who  said  that  he  was  going  to  talk  with  General  Hartman  of  the  Quarter- 
master's Department  about  our  qualifications  to  design  and  build  a  shell-loading 
plant  and  that  we  should  hear  further  from  him.  in  a  few  days. 

July  29,  1940. — Mr.  Hamill  saw  Mr.  Harrison  in  charge  of  construction  for  the 
Defense  Advisory  Committee  and  was  told  that  Mr.  Harrison's  function  was 
confined  to  advice  and  coordination  of  construction  activities  and  he,  therefore, 
would  not  be  in  a  position  to  nominate  engineers  and  contractors. 

August  5,  1940. — Mr.  Shattuck  and  Mr.  Hamill,  of  Sanderson  &  Porter,  ap- 
peared before  a  committee  of  the  Bureau  of  Yards  and  Docks,  consisting  of  Cap- 
tain Reade,  Captain  Wade,  Mr.  May,  Mr.  Bates,  and  possibly  others,  to  present 
our  qualifications  for  the  design  and  construction  of  a  power  plant  on  the  Great 
Lakes. 

August  5,  1940. — Mr.  Shattuck  and  Mr.  Hamill  called  on  Colonel  Miles  and 
Colonel  Booth,  of  the  Ordnance  Department,  and  were  told  that  Colonel  Miles 
had  talked  with  General  Hartman,  of  the  Quartermaster's  Department,  and 
that  General  Hartman  had  told  Colonel  Miles  he  would  approve  the  request  of 
Colonel  Miles  to  have  Sanderson  &  Porter  design  and  construct,  as  well  as  operate, 
a  shell-loading  plant  for  which  they  had  been  selected  as  operators.  Colonel 
Miles  stated  that  he  hoped  to  be  able  to  notify  us  in  a  few  days  to  meet  him  some 
place  in  Illinois  to  look  over  a  proposed  site  for  a  shell-loading  plant. 

August  9,  1940.— Mr.  L.  R.  Shattuck,  of  Sanderson  &  Porter,  called  on  Lt. 
E.  W.  Southworth  at  the  naval  air  station,  Quonset  Point,  Rhode  Island,  with 
reference  to  the  possibility  of  Sanderson  &  Porter  handling  the  design  and  con- 
struction of  all  utilities  at  Quonset  Point. 

August  13,  1940. — Mr.  Shattuck  again  called  on  Lieutenant  Southworth  at 
Quonset  Point. 

August  IS,  1940.- — Mr.  Smith  and  Mr.  Hamill  called  on  Colonel  Booth,  Colonel 
Miles,  and  Major  Hall,  of  the  Ordnance  Department.-  Colonel  Miles  said  that 
the  Ordnance  Department  would  be  ready  to  negotiate  with  Sanderson  &  Porter 
to  design,  build,  and  operate  a  shell-loading  plant  as  soon  as  money  was  made 
available.  Mr.  Smith  and  Mr.  Hamill  said  that  the  British  Purchasing  Com- 
mission had  approached  Sanderson  &  Porter  about  building  and  operating  a 
shell-loading  plant  for  the  British.  They  asked  if  the  Ordnance  Department  had 
any  objection  to  our  talking  to  the  British  about  this.  They  were  told  that 
Colonel  Booth  and  Colonel  Miles  did  not  object  to  our  negotiating  with  the 
British  provided  we  did  not  impair  our  ability  to  do  a  good  job  for  the  United 
States  government  and  provided  we  did  not  close  any  contract  with  the  British 
before  taking  it  up  with  the  Ordnance  Department. 

August  IS,  1940. — Mr.  Smith  and  Mr.  Hamill  called  on  Mr.  Arthur  Palmer, 
Assistant  to  Secretary  of  War  Stimson,  to  advise  him  of  our  negotiation  with 
the  Ordnance  Department  to  build  and  operate  a  shell-loading  plant  and  also 
our  subsequent  approach  by  the  British  Purchasing  Commission.  Mr.  Palmer 
agreed  that  we  could  continue  to  talk  with  the  British,  but  should  submit  any 
proposed  contracts  with  the  British  to  the  Army  before  closing. 

August  21,  1940. — Mr.  Smith  and  Mr.  Hamill,  of  Sanderson  &  Porter,  talked 
with  Mr.  Hawkes,  of  the  Ordnance  Department,  with  reference  to  the  lay-out  of 
a  shell-loading  plant. 

August  21,  1940. — Mr.  Smith  and  Mr.  Hamill  talked  with  Colonel  Miles  and 
met  Major  Holmes  and  Mr.  Weisenberg,  of  the  Ordnance  Department.  Colonel 
Miles  repeated  that  he  did  not  object  to  our  negotiating  with  the  British  to  build 
a  shell-loading  plant  but  doubted  our  ability  to  obtain  competent  operating 
personnel  for  a  plant  for  the  British  as  well  as  for  our  own  government. 

September  5,  1940. — Mr.  Smith,  Mr.  Hamill,  and  Mr.  Hamilton,  of  Sanderson 
&  Porter,  and  Mr.  Canniff  and  Mr.  Frosch,  who  were  to  be  with  Sanderson  & 
Porter  in  the  design  and  construction  of  the  proposed  shell-loading  plant,  went 
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to  Wilmington,  Illinois,  to  look  over  the  proposed  plant  site.  They  were  accom- 
panied by  Colonel  Miles,  Colonel  Holmes,  Major  Hofstadter,  Major  Dietrich, 
and  Mr.  Weisenberg,  of  the  Ordnance  Department. 

September  12,  1940. — Mr.  Harrison  Smith  called  on  Colonel  Miles,  who  intro-  • 
duced  him  to  Lieutenant  Colonel  L.  H.  Campbell,  Jr.,  who  in  turn  made  an 
appointment  for  representatives  of  Sanderson  &  Porter  to  meet  with  representa- 
tives of  the  Ordnance  Department  at  9:00  A.  M.  September  13,  1940,  for  the 
purpose  of  negotiating  a  contract  to  design,  construct,  and  operate  a  shell-loading 
plant  at  Wilmington,  Illinois. 

September  18,  1940. — Mr.  Harrison  Smith  and  Mr.  Hamill,  of  Sanderson  & 
Porter,  and  Mr.  Stoddard  Stevens,  as  counsel  for  Sanderson  &  Porter,  met  in  the 
Ordnance  Department  with  Lieutenant  Colonel  Campbell,  Major  White,  Colonel 
Hofstadter,  Captain  Duffy,  and  Captain  Hall,  of  the  Ordnance  Department; 
Major  Jones  and  Colonel  Watson,  of  the  Quartermaster's  Department;  and  Mr. 
Harrison,  in  charge  of  construction  for  the  National  Defense  Advisory  Commis- 
sion. At  this  meeting  Sanderson  &  Porter  were  given,  and  signed,  a  letter  of 
intent  dated  September  12th.  Negotiations  proceeded  until  September  19,  1940, 
when  a  contract  was  signed.  From  that  date  on,  representatives  of  Sanderson  & 
Porter  have  had  numerous  conversations  and  conferences  with  many  representa- 
tives of  the  Ordnance  Department  and  Quartermaster's  Department  with  refer- 
ence to  the  work  being  performed  in  accordance  with  the  terms  of  the  contract. 

(8)  No  representative  of  Sanderson  &  Porter  discussed  the  contract  or  the 
possibility  of  a  contract  with  anyone  not  then  or  now  associated  with  the  United 
States  government  and  not  carried  on  the  contractor's  pay  roll  as  a  salaried 
employee  prior  to  January  1,  1941,  except  with  counsel  and  possibly  mentioning 
it  to  friends  having  no  contacts  with  the  government. 

(9)  No  fees  or  payments  or  commissions  of  any  kind  or  nature  whatsoever  were 
paid  directly  or  indirectly  by  or  on  behalf  of  Sanderson  &  Porter  for  obtaining 
information  or  performing  any  services  of  any  kind  which  related  to  the  contract 
in  particular,  or  to  the  Defense  Program  in  general. 

(10)  Neither  Sanderson  &  Porter  or  anyone  associated  with  Sanderson  &  Porter 
shares  in  the  profits  or  earnings  of  anyone  holding  another  cost-plus-fixed-fee  con- 
tract with  the  government. 

(11)  No  one  offered  services  to  Sanderson  &  Porter  as  an  intermediary  or  other- 
wise to  assist  in  obtaining  or  performing  the  contract. 

(12)  Sanderson  &  Porter  began  construction  at  Elwood  late  in  November 
1940,  our  work  involving  many  buildings  widely  scattered  over  a  large  area.  The 
only  job  where  prices  might  be  considered  to  be  at  all  comparable  is  one  involving 
the  design  and  construction  of  a  steam  power  plant  addition  near  Wheeling,  West 
Virginia,  started  in  May  1940,  and  to  be  completed  early  in  1942.  This  installa- 
tion was  made  in  an  existing  building  and  involved  demolition  and  reconstruction 
in  a  limited  area. 

Because  of  the  widely  different  character  of  these  two  projects,  items  of  equip- 
ment used  are  not  comparable.  We  do  not  find  any  prices  paid  by  the  government 
for  materials,  even  somewhat  similar,  greater  than  those  paid  on  the  Wheeling  job. 

(13)  There  are  no  specifications  in  the  contract  as  to  materials  or  equipment 
which  rendered  it  necessary  for  Sanderson  &  Porter  to  buy  materials  or  equip- 
ment of  a  different  kind  or  character  than  we  would  ordinarily  have  used  on  such 
a  project. 

(14)  Sanderson  &  Porter  does  not  know  of  any  improper  action  by  anyone 
connected  in  any  way  with  the  project  involved  in  the  contract. 

Yours  very  truly, 

Sanderson  &  Porter, 
By  R.  S.  Hamill, 

Member  of  Firm. 
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Exhibit  1 
Sanderson  &  Porter  comparative  balance  sheets  as  of  Dec.  31 


1936 

1937 

1938 

1939 

1940 

ASSETS 

Cash  in  banks  and  on  hand 

Accounts  and  loans  receivable, .. 

Work  in  process,   at  predeter- 
mined costs  plus  out  of  pocket 
expenses ._ 

Other  assets  

$416,394.44 
99, 499. 24 

83,  040. 33 
8,  043. 22 

$422,  584. 33 
143, 234. 12 

23, 840. 04 
7,235.58 

$320, 465.  74 
65,  664. 09 

32,  547.  54 
6, 796.  96 

$279, 173. 02 
56, 923. 18 

57,  583.  25 
6, 699. 87 

$764,247.73 
548, 886. 08 

$316, 370. 73 
167, 689. 45 

15, 252. 70 
6. 800.  79 

Total 

606, 977.  23 

596, 894.  07 

425, 474. 33 

400, 379. 32 

506, 113. 67 

Elwood  ordnance  plant: 

1,313,133.81 

Total 

606,  977.  23 

596, 894.  07 

425, 474. 33 

400, 379.  32 

1,819,247.48 

LIABILITIES 

Accounts  payable 

51,  537. 91 
555, 439. 32 

25, 893. 41 
571, 000.  66 

10,  905.  51 
414,  568. 82 

38, 937. 27 
361, 442. 05 

1, 000, 000.  00 
313, 133.  81 

22,  582. 30 

Credit  balances  of  partners'  ac- 

483,531.37 

Elwood  ordnance  plant: 

606, 977.  23 

596, 894.  07 

425,  474. 33 

400, 379. 32 

506, 113.  67 

Accounts  payable 

1,  313, 133. 81 

Total 

606, 977. 23 

596, 894. 07 

425, 474. 33 

400, 379. 32 

1, 819, 247. 48 

Exhibit  II 

John  E.  Bierwirth, 

Vice  President 

The  New  York  Trust  Company, 

New  York,  July  25,  1940. 
Mr.  Robert  L.  Hamill, 

Sanderson  &  Porter,  52  William  Street, 

New  York,  N.  Y. 
Dear  Mr.  Hamill:  Referring  to  our  conversation  yesterday  regarding  the 
work  which  you  hope  to  undertake  for  the  Navy  and  War  Department  on  a  cost 
plus,  fixed  fee  basis,  we  are  pleased  to  confirm  that  we  shall  be  very  glad  to  place 
credit  facilities  at  the  disposal  of  your  firm. 

Without  knowing  the  size  of  the  contract  that  you  may  be  awarded  or  your 
possible  need  for  credit,  we  believe  that  we  would  have  no  objection  to  extending 
your  firm  as  much  as  $2,000,000  of  credit  if  contracts  awarded  you  justify  any  such 
requirements,  all  other  factors  remaining  as  we  understand  them  at  present. 
With  best  wishes, 
Yours  sincerely, 

John  E.  Bierwirth, 

Vice  President. 


Exhibit  III 

List  of  Equipment 

Summary  of  equipment  purchases,  as  per  cash  disbursements,  for  the  period  ended 

Apr.  23,  1941 

Construction  equipment,  schedule  A $149,  674.  03 

Office  equipment,  schedule  B 68,  374.  67 

Engineering  equipment,  schedule  C 19,  569.  63 

Locomotives,  railroad  equipment,  schedule  D : 44,  032.  16 

Permanent  equipment,  schedule  E 123,  680.  72 

Total  equipment - 405,  331.  21 
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Exhibit  V. — Elwood  Ordnance  Plant 


SUBCONTRACTOR 

U.    S.    Transit-Mix    Concrete    Corp., 

500  Fifth  Avenue,  New  York  City. 
Dreher  &  Schorie,  802  Richards  Street, 

Joliet,  Illinois. 
Cyclone  Fence  Company,   Waukegan, 

Illinois. 
S.    B.    Geiger   &    Company,    37    West 

Van  Buren  Street,  Chicago,  Illinois. 
Wisconsin    Bridge    &    Iron    Company, 

5023  North  35th  Street,  Milwaukee, 

Wisconsin. 
West      Dodd      Lightning      Conductor 

Corp.,  116  West  Lafayette,  Goshen, 

Indiana. 
The   Ruberoid  Company,   5333  South 

Western  Avenue,  Chicago,  Illinois. 

Mi'dwest  Construction  &  Asphalt  Co., 
221  North  LaSalle  Street,  Chicago, 
Illinois. 

The  Alvey-Ferguson  Company,  Oak- 
ley Station,  Cincinnati,  Ohio. 

J.  C.  Zipprich  Teaming  Co.,  1242  Clay- 
bourne  Avenue,  Chicago,  Illinois. 

Midwest  Heat  Service  Co.,  3227  Car- 
roll Avenue,  Chicago,  Illinois. 

The  Permutit  Company,  407  South 
Dearborn  St.,  Chicago,  Illinois. 


American  Chain  &  Cable  Co.,  400  West 
Madison  Street,  Chicago,  Illinois. 

John  A.  Iten  Company,  Box  150,  Mel- 
rose Park,  Illinois. 

Ceco  Steel  Products  Corporation,  1926 
South  52nd  Avenue,  Chicago,  Illinois. 

Truscon  Steel  Company,  201  N.  Wells 
Street,  Chicago,  Illinois. 

Central  Architectural  Iron  Works  3105 
West  27th  Street,  Chicago,  Illinois. 

C.  O.  Henriksen  Co.,  2400  W.  Madison 

Street,  Chicago,  Illinois. 
Economy    Heating    &    Plumbing    Co., 

1208  S.  Pulaski  Road,  Chicago,  Illinois. 
M.  J.  Stephen  Sheet  Metal  Shop,  424 

North  Broadway,  Joliet,  Illinois. 

General  Electric  Company,  840  S.  Canal 
Street,  Chicago,  Illinois. 


J.  P.  Miller  Artesian  Well  Co.,  9  South 
Clinton  Street,  Chicago,  Illinois. 

Hamilton  Glass  Company,  401  N. 
Elizabeth  Street,  Chicago,  Illinois. 


THE    WORK 

Furnishing  ready-mixed  concrete  re- 
quirements. 

Drilling  and  equipping  one  200-foot 
8-inch  well. 

Furnishing  and  erecting  exterior  fence 
and  gates. 

Drilling  and  equipping  three  870-foot, 
12-inch  wells. 

Furnishing  and  erecting  structural  steel 
requirements. 

Furnishing  and  installing  lightning  pro- 
tection equipment  in  Group  2  Loading 
Line. 

Furnishing  and  erecting  corrugated 
asbestos  roofing,  siding,  ridge  roll, 
and  ceiling  requirements. 

Constructing  underground  storage  mag- 
■  azine  requirements. 

Furnishing  and  installing  shell  and 
bomb  conveyor  systems  in  Groups 
1,  2,  and  3  Loading  Lines. 

Erecting  nine  steel  boilers  with  sup- 
porting steel,  stacks,  and  smoke 
breeching. 

Installing  and  piping  nine  oil  burners. 

Furnishing  and  installing  three  units  of 

chlorinating  equipment,  with  pumps 

and  motors,  and  three  units  of  water 

softener  equipment. 
Furnishing  and  erecting  interior  fence 

and  gates. 
Drilling    and    equipping    one    200-foot 

10-inch  well. 
Furnishing   and   erecting   window   sash 

window  operators  where  required. 
Furnishing  and  erecting  Industrial  steel 

doors     and     channel     frames     where 

required. 
Furnishing  and  installing  steel  sliding 

doors,  with  shutters  and  frames,  where 

required. 
Constructing  nine  boiler  fireboxes. 

Furnishing  and  laying  500  feet  of  steel 
pipe. 

Furnishing  and  erecting  gutters,  down- 
spouts, copper  roofing  and  erecting 
copper  flashings  where  required. 

Furnishing  and  installing  Main  Power 
Supply  equipment  and  Switchgear  for 
two  substations  and  Groups  1,  2,  and 
3  Loading  Lines. 

Drilling  and  equipping  two  wells,  each 
1,750  feet  deep. 

Furnishing  and  erecting  wire  glass  in 
Inert  Storage  Warehouses  and  certain 
buildings  in  Groups  1,  2  and  3  Load- 
ing Lines. 
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SUBCONTRACTOR 


H.  E.  Anning,  309  W.  Jackson  Blvd., 
Chicago,  Illinois. 

The  DeVilbiss  Company,  Toledo,  Ohio_. 


Chicago    Bridge    &    Iron    Co.,    332    S. 
Michigan  Avenue,  Chicago,  Illinois. 

W.  A.  Kenley  &  Son,  222  Smith  Street, 

Joliet,  Illinois. 
Galvin     Manufacturing     Corp.,     4545 

Augusta  Blvd.,  Chicago,  Illinois. 

John    W.    Thomson    Company,    10316 

South     Throop      Street,      Chicago, 

Illinois. 
Gjellefald       Construction       Company, 

Forest  City,  Iowa. 
Automatic  Sprinkler  Corp.,  201  North 

Wells  Street,  Chicago,  Illinois. 


E.  B.  Kaiser  Co.,  625  Webster  Avenue, 
Chicago,  Illinois. 

Henry  Boysen,  Jr.,  Liberty ville,  Illi- 
nois. 

White  City  Electric  Co.,  569  W.  Van 
Buren  Street,  Chicago,  Illinois. 

The  L.  E.  Myers  Co.,  Monadnock 
Building,  Chicago,  Illinois. 

R.  N.  Schuster,  Inc.,  560  North  Chi- 
cago, Street,  Joilet,  Illinois. 

Hooker  Glass  &  Paint  Mfg.  Co.,  659 
W.  Washington  Blvd.,  Chicago, 
Illinois. 

Herring-Hall-Marvin  Safe  Co.,  223 
West  Lake  Street,  Chicago,  Illinois. 

Walter  Bates  Company,  Inc.,  208  S. 
LaSalle  Street,  Chicago,  Illinois. 

American  Automatic  Electric  Sales  Co., 
1033  West  VanBuren  Street,  Chi- 
cago, Illinois. 

H.  P.  Reger  &  Co.,  1501  East  72nd 
Place,  Chicago,  Illinois. 

A.  F.  Wagner  Iron  Works,  1483  N. 
Water  Street,  Milwaukee,  Wiscon- 
sin. 

New  City  Iron  Works,  5401  S.  West- 
ern Avenue,  Chicago,  Illinois. 

Midwest  Iron  Works,  1042  West  11th 
Street,  Chicago,  Illinois. 

The  Powers  Regulator  Company,  2720 
Greenview  Avenue,  Chicago,  Illinois. 


THE  WORK 

Furnishing  and  erecting  Gypsum  roofing 
in  Melt  Loading  and  Cooling  buildings. 
Groups  1,  2  and  3  Loading  Lines. 

Furnishing  and  installing  bomb  and  shell 
spray  painting  and  appurtenant  equip- 
ment in  Paint  and  Receiving  Build- 
ings in  Groups  1,  2  and  3  Loading 
Lines. 

Furishing  and  installing  four  150,000- 
gallon  elevated  steel  water  storage 
tanks. 

Furnishing  and  installing  plumbing  in 
First  Aid  Building. 

Furnishing  and  installing  two-way  radio 
system,  one  fixed  station  and  six 
mobile  units. 

Furnishing  and  erecting  galvanized  iron 
ventilators  where  required. 

Constructing  sewage  treatment  plant. 

Furnishing  and  installing  sprinkler  sys- 
tems in  four  buildings  in  Group  2 
Loading  Line  and  in  Administration 
Building. 

Furnishing  and  installing  plumbing  and 
heating  systems  in  five  buildings  in 
Administration  area. 

Drilling  and  equipping  one  10-inch,  150- 
foot  well. 

Furnishing  and  installing  electrical  sys- 
tem for  five  buildings  in  Administra- 
tion Area. 

Furnishing  and  installing  one  and  one- 
quarter  miles  of  transmission  line. 

Furnishing  and  installing  900  feet  of 
water  line. 

Furnishing  and  installing  door  and 
window  glass  in  five  buildings  in 
Administration  Area. 

Furnishing  and  installing  four  vault 
doors. 

Furnishing  and  installing  floor  grating 
in  ramps  of  Groups  1,  2,  and  3  Load- 
ing Lines. 

Furnishing  and  installing  automatic 
telephone  switchboard. 

Furnishing  and  installing  steam,  heat- 
ing, air,  condensate,  etc.,  lines  in 
Groups  1,  2,  and  3  Loading  Lines. 

Furnishing  and  installing  interior  and 
exterior  iron  stairs  in  certain  Loading 
Line  buildings. 

Furnishing  and  installing  steel  floors  in 
Nitrate  of  Ammonia  service  maga- 
zines. 

Furnishing  and  installing  pipe  railings 
in  ramps  of  Groups  1,  2,  and  3  Load- 
ing Lines. 

Furnishing  and  installing  temperature 
control  systems  for  air  replacement 
heating  for  bomb  and  shell  spray 
painting  units. 
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Exhibits  Nos.  95  to  100  appear  in  Hearings,  Part  7. 


Exhibit  No.  101 

A    REPORT    ON    THE   FEASIBILITY   OF   A    FREEWAY   ALONG    THE 
CHANNEL  OF  THE  LOS  ANGELES  RIVER,  JULY  1941  * 

(Prepared  in  the  office  of  the  Regional  Planning  Commission,  County  of  Los 

Angeles) 

County  of  Los  Angeles 

BOARD    OF    SUPERVISORS 

Roger  Jessup,  Chairman,  Gordon  L.  McDonough,  John  Anson  Ford,  Oscar 
Hauge,  W.  A.  Smith. 

THE    REGIONAL    PLANNING    COMMISSION 

Roy  Teeters,  Chairman,  Temple  City;  B.  F.  Shrimpton,  West  Hollywood;  Mrs. 
Ella  M.  F.  Atchley,  Los  Angeles;  Mrs.  L.  S.  Bacca,  Los  Angeles;  Stiles  Clements, 
Beverly  Hills;  Mattison  B.  Jones,  Glendale. 

EX-OFFICIO 

0.  F.  Cooley,  County  Road  Commissioner;  Alfred  Jones,  County  Surveyor; 
Spence  D.  Turner,  County  Forester  and  Fire  Warden. 

Wm.  J.  Fox,  Chief  Engineer,  the  Regional  Planning  Commission;  Arthur  H. 
Adams,  Assistant  Chief  Engineer. 

Preparation  of  the  Report 

Werner  Ruchti,  Head  of  Land  Planning  Division  Supervision  and  Coordination. 

Earl  J.  Esse,  Highway  Engineer;  Field  Investigation,  Collection  of  Data  and 
Detailed  Plans. 

Simon  Eisner,  Assistant  to  Highway  Engineer  in  all  phases  of  the  work. 

Tom  D.  Cooke,  Planning  Engineer;  Assistant  in  Drafting  the  Report. 

Appreciation  is  expressed  to  Mr.  I.  S.  Shattuck,  Transportation  Consultant, 
Oakland,  California,  for  very  helpful  criticism  on  both  the  content  and  form  of 
the  report. 

Grateful  acknowledgment  is  given  to  the  following  organizations  for  their 
assistance  in  assemblying  basic  data  used  in  this  preliminary  study:  Los  Angeles 
County  Flood  Control  District,  United  States  Engineer's  Office,  United  States 
Public  Roads  Administration,  Los  Angeles  City  Department  of  Water  and  Power, 
Los  Angeles  City  Engineering  Department,  Southern  California  Edison  Company, 
Office  of  Supervisor  Gordon  L.  McDonough. 

Outline 

Introduction.  Regional  Factors. 

Freeway  Proposal  Visualized.  Comparisons  with  Other  Freeway  Routes. 

Feasibility  Determined.  Considerations  of  Roadway  Positions. 

Recommendations  for  Development.  A — Within  the  Channel. 

Section  1.  Anaheim  Street  to  Artesia  Street.  B — On  the  Levees  or  Banks. 

Section  2.  Artesia  Street  to  the  Rio  Hondo.  C — Outside  the  Levees. 

Section  3.  The  Rio  Hondo  to  Soto  Street.  Appendix: 

Section  4.  Soto  Street  to  Dayton  Avenue.  Summary  of  Bridge  Crossings. 

Section  5.  Dayton  Avenue  to  Victory  Boulevard.  Summary  of  Ownership  of  Right  of  Way. 

Section  6.  Victory  Boulevard  to  Colfax  Avenue. 

Section  7.  Colfax  Avenue  to  Sepulveda  Boule- 
vard. 

List  of  Maps  and  Illusteations 

Proposed  Los  Angeles  River  Freeway.  Freeway  Related  to  1937  Traffic  Flow. 

Freeway  Related  to  1940  Population.  Cross  Section  Studies: 

Proposed  Connection  with  Terminal  Island  Free-  Dayton  Avenue  to  Sepulveda  Boulevard. 

way.  Anaheim  Street  to  Atlantic  Avenue. 

Typical  Separation  Treatment  at  Bridgehead.  Chart,  Los  Angeles  River  Run-Off  1930-40. 
Alternate  Connection,  Atlantic  Avenue  to  Dayton 

Avenue. 

Note. — Details  of  the  alinements  studied  are  shown  in  sectional  maps,  at  a  scale  of  1"=400',  on  file  in  the 
office  of  the  Regional  Planning  Commission. 

1  Included  with  this  report  were  nine  illustrations  which  are  on  file  with  the  Committee. 
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Los  Angeles  River  Freeway 

INTRODUCTION 

The  Los  Angeles  River,  although  its  bed  is  dry  ten  months  of  the  year  is  subject 
to  occasional  brief  and  sometimes  disastrous  floods.  These  have  resulted  in 
plans,  now  largely  executed,  to  control  the  flood  flow  by  construction  works  in- 
cluding dams,  reservoirs  and  channel  improvement.  From  Sepulveda  Boulevard 
in  the  San  Fernando  Valley  to  the  confluence  with  the  Rio  Hondo  the  bed  of  the 
river  is  being  developed  as  a  great  concrete  channel.  Below  the  Rio  Hondo 
present  plans  call  only  for  lining  the  levee  walls. 

Observation  of  the  concrete  paved  sections,  with  heavy  construction  vehicles 
moving  about  over  the  heavily  reinforced  slab  bottom  during  the  dry  season, 
suggested  to  many  people  the  idea  of  using  that  existing  pavement  as  a  roadway 
connecting  the  San  Fernando  Valley  and  the  harbor  area.  The  prospect  of 
utilizing  this  concrete  channel,  its  levees  and  the  adjoining  land  as  a  freeway 
presents  a  project  viewed  most  favorably  by  many  public-minded  citizens. 

The  project  proposed  would  permit  more  efficient  functioning  of  Los  Angeles 
County's  rapidly  developing  defense  industries.  Some  of  these  developments  have 
already  produced  dislocations  of  population  and  housing  facilities.  The  heavy 
volume  of  traffic  generated  by  them  has  already  caused  congestion  that  in  a  few 
cases  amounts  to  appalling  delay  and  waste.  The  proposed  river  freeway  offers 
the  quickest  means  of  solving  many  of  the  traffic  problems  related  to  a  substan- 
tial block  of  the  defense  industries.  The  best  known  of  these  industries  are 
sufficient  to  indicate  the  importance  of  the  group  in  relation  to  this  project. 
Very  near  to  the  northerly  portion  of  the  proposed  freeway  lie  the  Lockheed- Vega 
aircraft  factories,  and  the  Menasco  and  Kinner  airplane  motors  plants.  On  the 
central  portion  of  the  route  are  found  the  Lockheed  downtown  plant  and  the  whole 
Central  Manufacturing  District  with  its  varied  production.  Just  east  of  this  sec- 
tion lies  the  Vultee  Aircraft  plant.  At  the  southerly  end  are  found  the  new  Doug- 
las Long  Beach  airplane  factory  as  well  as  the  major  oil  refining  area  and  the 
shipbuilding  areas  of  Wilmington  and  Terminal  Island.  It  is  at  once  obvious 
that  these  various  industrial  plants  have  need  for  constant  speedy  movement  of 
men  and  goods  along  the  line  connecting  them  not  only  with  each  other  but  with 
the  areas  where  their  employees  reside.  Even  if  the  emergency  did  not  demand 
improvement  in  their  facilities  their  efficient  operation  in  normal  times  would 
eventually  require  improvements  comparable  to  the  proposed  freeway.  The 
fact  that  the  latter  could  be  built  more  quickly  than  any  other  such  improvement 
makes  it  of  particular  value  when  time  is  precious. 

FREEWAY  PROPOSAL  VISUALIZED 

The  proposal  as  brought  to  the  attention  of  the  Regional  Planning  Commission 
contemplated  the  construction  of  a  one-way  roadway  on  each  side  of  the  channel. 
These  roadways,  on  the  levees  or  adjacent  thereto,  would  be  physically  separated 
from  abutting  property  and  cross  streets,  passing  under  most  of  the  existing 
bridges.  Thus  no  cross  traffic  could  develop  to  interfere  with  the  flow  of  vehicles 
moving  on  the  freeway,  and  fast,  safe  passage  from  the  San  Fernando  Valley  to 
the  Harbor  area  would  be  assured. 

By  providing  access  points  to  other  highways  at  not  too  frequent  intervals, 
the  resultant  would  be  a  freeway :  a  limited  way  thoroughfare  with  no  interference 
from  abutting  properties  or  from  cross  traffic  and  with  access  permitted  only  at 
locations  where  movements  are  controlled  by  carefully  designed  construction. 

Obviously  the  development  here  described  would  provide  possibilities  for  land- 
scape treatment  that  would  make  the  route  attractive  as  well  as  useful.  The 
most  modern  design  features  should  be  incorporated  in  the  plans  for  this  freeway. 
Service  stations,  parking  areas  and  terminal  facilities  should  form  an  integral  part 
of  the  final  plans.  Preliminary  plans  now  being  studied  show  exit  and  entry 
points  permitting  the  most  thorough  distribution  of  traffic  to  the  vital  areas  which 
this  freeway  would  serve,  and  to  connect  it  with  the  other  freeways  Which  are 
already  constructed  or  which  are  being  studied  as  part  of  a  comprehensive  plan. 

The  multiple  uses  to  which  this  freeway  would  be  put  are  at  once  apparent. 
It  would  serve  as  a  link  between  the  vast  San  Fernando  Valley  and  Los  Angeles 
residential  areas  and  the  beach  recreation  areas  which  extend  far  to  the  South. 
It  would  also  serve  to  bring  the  people  of  these  areas  to  industrial  districts  in 
the  cities  of  Los  Angeles,  Vernon,  and  the  Harbor  area.  It  would  further  provide 
rapid  means  of  bringing  raw  materials  to  industrial  plants  and  for  conveyance  of 
finished  products  to  the  harbor  for  shipment,  or  to  the  metropolitan  centers  for 
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distribution.  It  would  save  shipping  concerns  great  amounts  of  money  by 
avoiding  the  "snail's  pace"  necessary  on  most  of  the  present  main  highways. 
The  provision  for  four  lanes  of  traffic  in  each  direction  for  the  major  portion  of  this 
route  would  permit  the  segregation  of  pleasure  and  commercial  vehicles,  with  the 
accompanying  benefits  of  safety  to  both. 

Fifty  thousand  cars  per  day  is  a  conservative  estimate  of  the  capacity  of  the 
proposed  freeway.  This  totals  over  15  million  vehicle  miles  each  month  (on  the 
basis  of  a  10-mile  average  vehicle  trip)  of  uninterrupted  traffic  flow,  free  from  the 
"stop  and  go"  wastes  of  time  and  fuel,  which  when  translated  into  dollars  and 
cents,  represents  a  tremendous  economic  saving  to  the  motoring  public. 

The  immediate  construction  of  the  Los  Angeles  River  Freeway  would  greatly 
facilitate  the  National  defense  works  in  the  metropolitan  area.  The  aircraft 
plants  of  the  San  Fernando  Valley  and  the  shipbuilding,  shipping  and  fortification 
areas  of  the  Los  Angeles-Long  Beach  harbors  would  be  linked  by  a  highway  which 
would  permit  speedy  movement  of  men  and  machines  without  in  any  way  dis- 
locating the  civilian  activities  of  the  area. 

FEASIBILITY  DETERMINED 

The  Regional  Planning  Commission,  after  considerable  study,  has  determined 
that — 

1.  It  is  feasible  to  construct  two  units  of  a  freeway,  as  suggested  in  the  intro- 

duction, along  the  channel  of  the  Los  Angeles  River  from  Soto  Street 
to  Anaheim  Street,  and  from  Sepulveda  Boulevard  to  Dayton  Avenue, 
a  distance  of  35^2  miles;  and 

2.  It  appears  infeasible  to  construct  a  freeway,  as  described,  along  or  in,  the 

channel  between  Dayton  Avenue  and  Soto  Street,  a  distance  of  4J4  miles, 
which  is  only  11%  of  the  total  length. 

3.  It  is  feasible,  however,  to  construct  a  connecting  link  freeway  from  Dayton 

Avenue  to  the  vicinity  of  Soto  Street  by  an  alternate  route  which  follows 
the  foot  of  the  bluff  several  blocks  east  of  the  river  and  which  offers 
several  distinct  advantages. 

4.  It  would  be  advantageous  to  construct  the  two  units  first  mentioned,  (1) 

south  of  Soto  Street,  and  (2)  north  of  Dayton  Avenue  even  if  the  portion 
between  were  not  built  immediately.  In  this  case  adequate  entrances 
and  exits,  not  yet  visualized,  would  have  to  be  provided  to  distribute 
the  traffic  over  a  number  of  ordinary  highways  leading  into  the  central 
business  district  as  well  as  connecting  the  two  freeway  units  to  each 
other. 

RECOMMENDATIONS    FOR    DEVELOPMENT 

The  general  features  of  the  scheme  to  adapt  the  Flood  Control  construction 
along  the  Los  Angeles  River  to  the  purposes  of  a  freeway  have  been  briefly  de- 
scribed in  the  introduction.  Variations  in  this  general  scheme  are  to  be  noted  in 
various  segments  along  the  route.  These  variations  have  been  studied  in  some 
detail  by  the  Regional  Planning  Commission.  They  are  caused  by  differences  in 
terrain,  amount  of  building,  street  and  railroad  development,  width  of  channel  and 
right-of-way,  location  and  size  of  tributary  water  courses,  and  the  traffic  needs  of 
the  areas  to  be  served. 

The  following  paragraphs  contain  the  recommendations  for  the  development  of 
the  seven  distinct  sections  into  which  for  simplicity  in  the  analysis  of  the  above 
considerations  the  project  is  divided.  The  physical  treatment  recommended  is 
further  illustrated  in  the  accompanying  sketches  and  cross  sections. 

Section  1 — Anaheim  Street  to  Artesia  Street — Length  7}{  Miles 

It  is  recommended  that  the  top  of  each  levee  be  developed  into  a  4-lane  road- 
way, approximately  50  feet  wide,  with  the  west  side  of  the  channel  carrying  the 
south  bound  traffic  and  the  east  side  carrying  the  north  bound  traffic. 

An  exception  from  this  rule  must  be  noted  south  of  Willow  Street.  On  the 
west  side,  where  Pico  Street  exists  as  a  major  highway,  the  freeway  should  leave 
the  levee  and  be  constucted  on  the  now  private  property  that  lies  between  Pico 
Street  and  the  levee,  in  order  to  permit  effective  use  of  the  bridges  for  grade 
separation.  Pico  Street  would  be  retained  as  a  two-way  divided  highway,  dis- 
tributing traffic  from  the  freeway. 

From  Carson  Street  to  Artesia  Street  the  proposed  Terminal  Island  Freeway 
will  join  the  River  Freeway  along  the  west  side  of  the  channel.  This  section, 
therefore,  should  be  developed  as  a  two-way  freeway.     In  this  case  north  bound 
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lanes  would  swing  across  the  river  at  Artesia  Street  and  continue  northerly  with 
the  traffic  generated  in  the  Long  Beach  area  east  of  the  river  (See  Map,  page  — .)x 
Additional  right  of  way  should  be  acquired  from  the  Edison  Company  in  this  area. 
A  2-lane  connection  would  also  be  made  with  Atlantic  Drive. 

Detailed  surveys  would  be  necessary  to  locate  the  roadway  and  the  several 
adjoining  property  uses  which  may  cause  minor  changes  in  alinement  of  the  road- 
ways. 

It  is  recommended  that  interchange  facilities  be  provided  at  Anaheim  Street, 
State  Street,  Willow  Street,  Terminal  Island  freeway,  Long  Beach  Boulevard 
and  Artesia  Street  to  serve  the  Harbor  Area,  Metropolitan  Long  Beach,  Orange 
County,  Long  Beach  Airport,  North  Long  Beach,  Signal  Hill,  Compton,  and 
Bellflower. 

Section  2 — Artesia  Street  to  the  Rio  Hondo — Length  2  miles 

It  is  recommended  that  the  top  of  the  levees  be  developed  into  4-lane  roadways, 
approximately  50  feet  wide,  with  the  west  side  of  the  channel  carrying  south-bound 
traffic  and  the  east  side  carrying  north-bound  traffic. 

At  the  confluence  of  the  rivers,  the  freeway,  on  the  east  side,  should  run  parallel 
to  the  Rio  Hondo  for  a  short  distance,  crossing  the  Rio  Hondo  west  of  the  U.  P. 
R.  R.  bridge.  (See  Maps  Nos.  13  and  14  in  book  of  maps.)  Some  property  may 
have  to  be  acquired  at  the  Rio  Hondo  to  provide  proper  radii  of  curvature  at  the 
river  crossing. 

Some  property  may  have  to  be  acquired  from  the  Edison  Company  on  the 
east  side,  and  some  of  the  transmission  towers  may  have  to  be  moved  to  make  the 
highway  construction  possible. 

Detailed  surveys  would  be  required  in  this  area  to  determine  the  exact  location 
of  the  freeway. 

It  is  recommended  that  no  interchange  facilities  be  provided  at  present  between 
Artesia  Street  and  the  Rio  Hondo. 

Section  8 — The  Rio  Hondo  to  Soto  Street — Length  7  Miles 

It  is  recommended  that  the  top  of  the  levees  be  developed  into  4-lane  roadways, 
approximately  50  feet  wide,  with  the  west  side  carrying  the  south-bound  traffic 
and  the  east  side  carrying  the  north-bound  traffic. 

It  would  be  necessary  to  acquire  part  of  the  transmission  line  right-of-way  on 
the  east  side  of  the  river,  and  possibly  to  move  some  towers  in  the  area  from  the 
Rio  Hondo  to  61st  Street. 

It  would  be  necessary  to  realign  the  Los  Angeles  Junction  Railroad  from  61st 
Street  northerly  to  the  river  crossing  now  under  construction. 

It  would  be  necessary  to  realign  a  short  portion  of  Bandini  Road  and  use  the 
present  portion  adjacent  to  the  river,  as  the  freeway. 

On  the  west  side  it  may  be  necessary  to  acquire  some  private  property  upon 
which  there  is  some  scattered  small  home  development  between  Firestone  Boule- 
vard and  Randolph  Street. 

South  Riverside  Drive,  which  exists  from  Randolph  Street  to  Atlantic  Avenue, 
would  be  retained  as  a  two-way  service  street,  independent  of  the  Freeway. 

In  this  area  it  may  be  necessary  to  build  the  roadway  out  into  the  channel, 
raising  the  height  of  the  berms  by  constructing  parapet  walls  so  that  the  capacity 
of  the  river  would  not  be  decreased. 

From  Atlantic  Avenue  to  Soto  Street,  the  Los  Angeles  Junction  Railroad  would 
have  to  be  realigned  so  that  the  top  of  the  levee  might  be  used  for  the  Freeway.  A 
portion  of  the  Freeway,  at  this  point  too,  might  be  built  into  the  river  channel,  as 
mentioned  above. 

It  is  recommended  that  interchange  facilities  be  provided  at  Firestone  Boule- 
vard, and  Atlantic  Avenue,  to  serve  Huntington  Park,  Maywood,  Bell,  South 
Gate,  Downey,  and  the  East  Los  Angeles  area. 

Section  4 — Soto  Street  to  Dayton  Avenue — Length,  4lA  Miles 

It  is  recommended  that  a  freeway  connection  for  this  section  be  developed  on 
some  alternate  route  to  be  definitely  determined  upon  more  detailed  study  of 
related  developments.  It  was  found  that  none  of  the  proposals  for  roadways  in 
or  immediately  adjacent  to  the  channel  was  feasible  because  of  the  intensive 
development  along-  the  banks  of  the  flood-control  channel  from  Soto  Street  to 

1  See  footnote  supra,  p.  1938. 
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Dayton  Avenue.  In  this  section,  construction  is  practically  completed  on  a 
concrete  lined  channel  which  occupies  practically  the  full  width  of  the  right-of- 
way,  so  that  there  is  no  room  within  the  right-of-way  for  roadways  on  the  bank. 
This  fact  obviously  eliminated  any  consideration  of  using  the  typical  method. 

The  variation  of  locating  the  roadways  immediately  outside  the  right-of-way 
was  investigated  with  little  success.  The  land  adjoining  the  river  is  occupied 
throughout  most  of  this  length  by  railroad  lines  of  first  importance  both  in  the 
general  transportation  system  and  in  point  of  service  to  the  industrial  district. 
Together  with  the  fact  that  the  many  bridges  in  this  area  have  been  designed  and 
built  to  accommodate  these  rail  lines  below  the  level  of  vehicular  traffic,  the  general 
removal  of  rails  to  make  way  for  the  freeway  could  not  be  seriously  considered. 

Roadways  in  the  Channel. —  In  this  section  then,  the  greatest  effort  was  made 
to  find  a  means  of  using  the  bed  of  the  channel  for  roadways,  even  if  this  might 
mean  closing  the  section  to  traffic  during  storm  flow.  Use  of  the  existing  con- 
crete bottom  as  pavement  proved  difficult  because  of  the  numerous  drains  that 
empty  into  the  channel  at  points  all  along  the  course,  since  even  a  trickle  of 
water  would  render  the  pavement  slippery  and  dangerous. 

It  was  then  proposed  to  meet  this  difficulty  by  having  the  roadways  elevated 
above  the  bed  of  the  channel,  sufficiently  to  allow  all  drains  to  be  carried  under- 
neath and  empty  into  the  center  or  summer  channel.  The  building  of  such 
raised  roadways  would,  of  course,  have  lowered  the  capacity  of  the  channel,  so 
it  was  proposed  to  raise  the  side  walls  to  compensate  for  this.  It  was  still  pro- 
posed that  in  rare  periods  of  peak  flow  of  water  these  roadways  could  be  closed, 
to  serve  as  waterways. 

The  need  for  entrance  and  exit  ramps  for  connections  to  cross  traffic  arteries, 
so  vital  in  this  downtown  location,  created  increasingly  difficult  problems. 

These  involved  the  conflicting  needs  of  hydraulics  and  traffic,  and  such  ex- 
pensive construction  as  flood  gates  and  tunneling  through  the  channel  walls 
underneath  numerous  rail  lines. 

The  greatest  problem  was  caused  by  the  confluence  of  major  washes  with  the 
Los  Angeles  River.  The  Arroyo  Seco  is  the  best  example.  How  to  conduct  a 
stream  of  this  magnitude  across  (i.  e.  under)  the  easterly  roadway  is  a  problem 
for  which  no  reasonably  practicable  solution  has  yet  been  found.  Raising  the 
easterly  roadway  high  enough  to  permit  bridging  the  Arroyo,  would  create  a 
major  obstruction  in  the  river  at  the  point  of  confluence,  creating  hydraulic 
difficulties  that  could,  of  course,  not  be  tolerated  by  the  Flood  Control  Engineers. 

Channel  Route  Considered  Impractical. — It  was  at  length  concluded  that,  on 
the  strength  of  data  available  to  this  department,  the  location  of  a  freeway 
within  or  immediately  adjacent  to  the  Flood  Control  right-of-way  is  not  feasible. 
Further  study  of  the  hydraulics  involved,  by  the  engineers  of  the  Flood  Control 
District  and  the  United  States  Engineers  Office,  might  possibly  discover  some 
suitable  method,  although  such  an  eventuality  seems  most  improbable. 

This  conclusion  does  not  mean,  however,  that  there  is  no  solution  for  this  cen- 
tral link  in  the  project,  nor  that  the  project  as  a  whole  cannot  be  recommended. 
It  means  only  that  the  freeway  cannot  be  built  economically  in  this  exact 
location. 

Even  if  no  central  link  were  ever  built  the  two  north  and  south  units  would 
be  of  such  great  value  as  to  justify  their  construction.  It  must  be  noticed,  how- 
ever, that  in  this  event  it  would  be  necessary  to  build  a  number  of  connections 
from  each  unit  into  highways  leading  into  the  central  business  district.  The 
traffic  load  would  have  to  be  carefully  spread  over  a  number  of  such  highways 
so  as  to  avoid  dumping  too  heavy  a  load  on  any  one.  Along  these  highways,  near 
the  center  of  the  business  district  it  would  also  be  necessary  to  provide  adequate 
terminal  parking  (and  perhaps  bus)  facilities.  It  would  further  be  necessary  to 
provide  suitable  connections  to  north  and  south  highways  joining  the  north  and 
south  units  to  each  other. 

Alternative  Route  Recommended. — One  possibility  for  an  alternated  all-weather 
route  between  Soto  Street  and  Dayton  Avenue  has  been  investigated  and  is  recom- 
mended for  more  detailed  study.  This  route  lies  along  the  foot  of  the  river  bluff, 
some  few  blocks  easterly  of  the  river  itself.  Leaving  the  river  channel  near  Soto 
Street,  it  would  follow  more  or  less  the  foot  of  the  bluff,  along  Pecan  Street,  Ech- 
andia  Street,  Judson  Street,  Daly  Street,  and  Avenue  21  to  again  rejoin  the  river 
route  just  north  of  Dayton  Avenue.  A  variation  on  this  route  might  be  combined 
in  part  with  the  proposed  Santa  Ana  freeway. 

In  any  such  route  as  these  a  considerable  acquisition  of  land  would  be  necessary 
for  a  right-of-way  of  adequate  width  for  a  distance  of  approximately  four  and  a 
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half  miles.     This  increase  in  cost  would  perhaps  not  be  more  than  the  cost  of  elab- 
orate flood  gates,  tunnels,  etc.,  that  were  suggested  for  the  river-bed  location. 

No  definite  recommendation  can  be  made  for  the  location  of  interchange  points 
in  this  section  until  a  definite  route  is  fixed  and  the  physical  possibilities  and 
traffic  demands  can  be  studied  in  some  detail.  It  is  obvious  that  comparatively 
frequent  entrances  and  exits  will  be  needed  between  Olympic  Boulevard  and 
Ramona  freeway,  to  provide  adequate  access  to  and  from  the  central  business 
district.  In  this  area  it  will  be  necessary  also  to  provide  for  connection  to  other 
freeways,  serving  areas  both  east  and  west  of  the  river. 

Section  G — Dayton  Avenue  to  Victory  Boulevard — Length,  7  Miles 

It  is  recommended  that  a  4-lane,  one-way  roadway  be  constructed  on  each  side 
of  the  river,  using  the  existing  paved  portions  of  the  top  of  the  levee. 

Some  additional  property  may  have  to  be  acquired,  in  the  area  between  Dayton 
Avenue  and  Griffith  Park,  on  the  southwest  side.  There  are  some  inexpensive 
frame  dwellings  near  the  flood-control  right-of-way  in  this  area.  On  the  north- 
east side  of  the  river  it  would  be  necessary  to  acquire  some  railroad  property 
and  to  move  a  portion  of  the  existing  railroad  tracks  in  the  classification  yards 
to  permit  construction  of  the  roadway.  There  is  sufficient  unused  space  in  the 
yards  to  permit  this  track  realinement. 

In  some  such  areas  it  may  be  advisable  to  construct  the  roadway  by  extending 
it  into  the  channel,  and  raising  the  height  of  the  berms,  to  retain  the  river  capacity. 
(See  Cross  Section  Diagrams,  pp.  and -)1 

In  a  portion  of  the  area  in  Griffith  Park  it  would  be  necessary  to  slightly  realine 
the  existing  Riverside  Drive.2  No  additional  private  property  would  have  to 
be  acquired  here,  as  the  entire  area  is  part  of  Griffith  Park. 

Some  additional  right-of-way  would  be  required  at  interchange  points  and  at 
some  separation  structures. 

It  is  recommended  that  interchange  facilities  be  provided  at  Fletcher  Drive, 
Los  Feliz  Boulevard,  and  Victory  Boulevard  to  serve  the  Silver  Lake  District, 
Eagle  Rock,  Hollywood,  Glendale,  Burbank,  and  the  San  Fernando  Valley. 

Section  6 — Victory  Boulevard  to  Colfax  Avenue — Length  5%  Miles 

It  is  recommended  that  a  3-lane  one-way  roadway  be  constructed  on  each  side 
of  and  adjacent  to  the  channel,  between  Victory  Boulevard  and  Lankershim- 
Cahuenga  Boulevards.  The  latter  would  be  the  terminus  of  the  north  roadway 
in  the  first  stage  of  construction.  The  south  roadway  would  continue  along  the 
channel  as  a  3-lane  one-way  roadway  to  connect  with  Ventura  Boulevard  in  the 
vicinity  of  Colfax  Avenue. 

Some  additional  right-of-way  may  be  necessary  in  this  area.  The  channel 
construction  has  not  been  completed  beyond  Fairview  Street,  and  it  would  be 
necessary  for  the  U.  S.  Engineering  Department  to  complete  its  work  in  this 
area  prior  to  or  in  conjunction  with  the  freeway  construction. 

It  is  recommended  that  interchange  facilities  be  provided  at  Whitnall  highway 
(when  constructed),  Barham  Boulevard,  Lankershim  Boulevard,  and  Ventura 
Boulevard  near  Colfax  Avenue  to  serve  the  San  Fernando  Valley,  as  well  as  to 
provide  connections  with  Cahuenga  Freeway  and  the  various  State  highways 
west  and  north. 

Section  7 — Colfax  Avenue  to  Sepulveda  Boulevard — Length  4Yt  miles 

Further  study  should  be  given  to  the  possibility  of  extending  the  freeway 
along  the  proposed  channel  improvements  of  the  Los  Angeles  River  to  Sepulveda 
Boulevard.  This  would  provide  a  bypass  for  the  through  traffic  from  the  western 
San  Fernando  Valley  and  from  north  coastal  areas  to  metropolitan  Los  Angeles, 
the  central  manufacturing  district  and  the  Los  Angeles-Long  Beach  Harbor  area. 
It  would  seem,  however,  that  the  Victory  Boulevard  and  (proposed)  Whitnall 
Highway  connections  would  serve  the  San  Joaquin  Valley  traffic  even  better 
than  would  a  Sepulveda  Boulevard  connection  to  the  freeway.  Detailed  surveys 
would  be  required  in  this  area  to  determine  what  private  property,  if  any,  would 
have  to  be  acquired. 

It  would  be  necessary  for  the  U.  S.  Engineering  Department  to  complete  the 
flood  control  improvements  prior  to  or  in  conjunction  with  the  construction  of  this 
portion  of  the  freeway. 

1  See  footnote  on  p.  1938,  supra. 

8  Or  present  Riverside  Drive  might  be  incorporated  into  the  freeway. 
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In  every  instance  where  the  flood-control  construction  is  still  to  be  undertaken, 
the  plans  should  be  made  to  incorporate  the  freeway  features  in  advance  of 
construction. 

REGIONAL  FACTORS 

The  considerations  that  led  to  the  conclusions  and  recommendations  previously 
presented  involved  an  analysis  of  the  relation  of  the  project  to  the  region  as  well 
as  varying  construction  details  at  different  points  along  the  course.  Certain 
general  observations  may  be  made  before  proceeding  to  the  analysis  of  the  ele- 
ments and  difficulties  found  in  this  project.  The  favorable  aspects  of  the  project 
as  a  whole  are  so  outstanding  as  to  be  almost  obvious.  There  should  be  nothing 
surprising  in  the  conclusion  that  the  Los  Angeles  River  forms  an  effective  and 
superior  route  for  a  major  artery  of  communication.  For  while  the  city  was 
originally  located  near  the  river  for  the  sake  of  a  water  supply,  and  the  mouth  of 
the  river  became  an  industrial  harbor,  the  urban  development  has  for  the  most 
part  avoided  the  immediate  banks  because  of  flood  hazards.  Consequently,  the 
river,  penetrating  to  the  industrial  and  commercial  heart  of  the  metropolis  from 
two  directions,  fortunately  preserves  throughout  most  of  its  length  the  space 
necessary  for  such  an  artery. 

More  specifically  the  advantages  to  the  metropolitan  region  to  be  found  in  the 
proposal  are  as  follows: 

1.  The  proposed  freeway,  approximately  40  miles  in  length,  cuts  through 

the  center  of  the  metropolitan  area  of  Los  Angeles  County  and  would 
serve  directly  the  cities  of  Burbank,  Glendale,  Los  Angeles,  Vernon,. 
Maywood,  Bell,  Huntington  Park,  South  Gate,  Lynwood,  Compton, 
Signal  Hill,  and  Long  Beach,  and  the  communities  of  North  Holly- 
wood, Eagle  Rock,  East  Los  Angeles,  Bell  Gardens,  Hynes,  Bell- 
flower,  and  North  Long  Beach.  Indirect^  (by  means  of  feeder  lines) 
many  other  communities  would  be  greatly  benefited,  notably  Downey, 
the  Pasadena  area,  and  the  western  San  Fernando  Valley. 

2.  The  location  of  the  proposed  freeway,  in  respect  to  the  region,  is  such 

that  it  would  offer  the  fastest  and  most  convenient  route  between  the 
centers  of  population,  commerce,  industry,  and  recreation  which  are 
distributed  along  its  route  from  the  San  Fernando  Valley  to  the  Los 
Angeles-Long  Beach  Harbors.  The  route  would  probably  carry  a 
greater  amount  of  traffic  into  and  out  of  the  central  business  district 
than  from  southern  to  northern  points.  The  pressure  for  adequate 
ways  into  the  central  area  exists  now.  The  proposed  freeeway,  provid- 
ing fast,  uninterrupted  service,  would  therefore  be  of  great  value  con- 
sidered as  a  pair  of  radial  arteries  serving  the  downtown  area. 

3.  The  Los  Angeles  River  Freeway  route  has  reasonable  directness  of  aline- 

ment  between  the  San  Fernando  Valley,  the  Central  Business  District 
of  Los  Angeles,  the  Central  Manufacturing  District,  and  the  Los 
Angeles-Long  Beach  Harbor.  For  it  must  be  noted  from  experience 
with  other  freeways  (as  in  the  New  York  region)  that  the  saving  in  time 
through  elimination  of  traffic  delays  (principally  in  surface  intersection) 
far  outweighs  any  disadvantage  in  slightly  greater  lengths  or  a  some- 
what roundabout  route.  Actually  the  Los  Angeles  River  is  the  shortest 
route  between  many  of  the  points  which  it  connects. 

4.  Approximately  35  miles  of  the  Los  Angeles  River  Freeway  would  be 

located  within  Flood  Control  right-of-way  so  that  expenditures  for  land 
acquisition  would  be  comparatively  small. 

5.  This  project  would  take  advantage  of  a  majority  of  the  60  existing  bridge 

structures  carrying  traffic  across  the  flood-control  channel.  Certain 
structural  modifications  would  be  required  at  the  abutments  of  bridge 
structures  to  permit  the  separation  of  freeway  and  cross  traffic. 
Twenty-three  new  bridges,  as  contemplated  by  the  Master  Plan  of 
Highways,  would  provide  for  the  Freeway  requirements  when  built. 

6.  Engineering   Construction   problems   in  this  freeway   project   could   be 

solved  without  excessive  expenditures  of  funds. 

7.  The  over-all  costs  of  this  project  would  be  considerably  less  than  for  any 

other  combination  of  freeway  routes  to  serve  this  extensive  area. 

8.  There  is  a  possibility  of  using  the  freeway  for  rapid  transit  bus  operation, 

although  this  subject  has  not  been  explored  thoroughly.  A  decision 
would  perhaps  rest  in  the  authority  of  the  Railroad  Commission  or  other 
jurisdictions  for  whom  we  cannot  speak.     Moreover,  no  data  is  avail- 
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able  to  determine  whether  or  not  such  bus  operation  could  be  under- 
taken economically.  Since,  however,  such  mass  transportation  would 
carry  more  people  per  vehicle,  thereby  using  less  roadway  space,  and 
eliminating  parking  problems  at  terminals,  it  might  save  costly  expend- 
itures at  other  points  and  should  therefore  be  seriously  considered. 
If  convenient  bus  operation  on  the  freeway  should  prove  successful  it 
would  unquestionably  and  materially  reduce  highway  congestion  in 
many  of  the  defense  areas. 
9.  The  tremendous  industrial  and  residential  expansion  that  has  developed, 
and  which  continues  to  develop  with  increasing  momentum,  in  the 
areas  served  by  this  route,  with  resultant  increases  in  traffic  volumes, 
indicates  the  imperative  necessity  of  developing  some  type  of  traffic 
carrier  superior  to  the  ordinary  highways.  The  river  freeway  offers 
the  quickest  opportunity  for  such  improvement. 

10.  This  project  would  form  a  vital  link  in  the  local  network  of  military  roads, 

access  roads,  and  feeder  roads. 

11.  Funds  for  the  construction  of  roads  of  importance  to  National  Defense 

should  be  available  upon  passage  of  bills  now  pending  in  Congress. 

COMPARISONS    WITH    OTHER    FREEWAY    ROUTES 

The  importance  of  items  4  and  5  can  be  best  illustrated  by  a  rough  comparison 
with  possible  development  of  a  freeway  on  some  line  such  as  Santa  Fe  Avenue  or 
Alameda  Street.  On  the  latter  route,  for  example,  in  a  distance  of  nearly  17  miles 
from  Olympic  Boulevard  to  Anaheim  Street,  the  number  of  necessary  highway 
crossings,  both  existing  and  proposed,  was  examined.  These  amounted  to  24 
major  highway  crossings,  11  secondary  highway  crossings,  and  17  local  street 
crossings  as  well  as  12  railroad  crossings.  With  the  exception  of  a  few  of  the  local 
street  crossings,  all  of  these  would  have  to  be  separated  from  a  proposed  freeway, 
requiring  at  least  58  grade  separation  structures,  all  new.  In  the  equivalent 
section  on  the  river  freeway  route,  a  distance  of  18}4  miles,  there  would  be  only 
49  such  structures,  37  of  which  can  utilize  existing  bridges.  Sixteen  of  these  37 
existing  bridges  are  so  constructed  that  the  freeway  can  pass  under  them  at 
considerably  less  cost  than  would  be  required  for  building  an  entirely  new  struc- 
ture. Further,  the  construction  costs  for  each  structure  at  the  river  location 
would  be  less  than  on  Alameda  Street,  because  the  existence  of  fewer  under- 
ground utility  lines,  sewer,  and  drainage  lines  would  demand  less  reconstruction. 

Considering  all  of  these  points,  it  appears  that  construction  of  grade  separations 
alone  on  an  Alameda  Street  line  would  probably  cost  about  four  million  dollars 
more  than  on  the  river  line. 

As  for  other  features  of  construction,  the  costs  on  a  line  such  as  Alameda 
Street  would  vary  with  the  general  method  of  construction  chosen.  Large  right- 
of-way  costs  would  be  encountered  in  developing  a  surface  freeway  through  the 
intensively  built  up  sections  lining  Alameda  Street  from  Olympic  Boulevard  to 
the  southerly  boundary  of  Compton.  A  large  part  of  these  right-of-way  costs 
could  be  avoided  by  construction  of  an  elevated  freeway  throughout  this  section, 
but  the  construction  costs  would  be  materially  increased  and  would  greatly  ex- 
ceed construction  costs  on  the  river  freeway  as  proposed.  It  is  estimated  that 
elevated  construction  would  cost  at  least  $1,500,000  per  mile,  a  total  of  $15,000,000 
for  this  10-mile  portion.  Assuming  somewhat  lower  average  cost  for  the  re- 
mainder of  an  Alameda  Street  line,  construction  from  Compton  to  Anaheim 
Street  might  amount  to  about  seven  million  dollars,  giving  a  total  of  twenty-two 
million  dollars  for  the  entire  route. 

In  the  case  of  the  river  free  way  as  here  proposed,  the  construction  cost  of  the 
section  from  Olympic  Boulevard  to  Anaheim  Street  is  estimated  at  about  twelve 
million  dollars,  ten  million  less  than  an  elevated  Alameda  Street  route. 

It  is  impossible  to  arrive  at  any  figure  for  right-of-way  cost  on  an  Alameda 
Street  line,  at  this  time.  If  a  surface  construction  were  contemplated  it  would 
necessitate  not  merely  the  purchase  of  large  amounts  of  land  and  improvements, 
with  large  severance  damages,  but  also  the  rights  of  access  to  Alameda  Street 
which  such  property  now  enjoys.  Even  if  an  elevated  highway  should  be  con- 
structed, it  would  still  be  necessary  to  acquire  considerable  amounts  of  right-of- 
way  for  access  ramps.  Because  of  their  interference  with  existing  buildings,  these 
acquisitions  would  cost  much  more  than  similar  access  acquisitions  on  the  river 
free  way. 

It  is  obvious,  therefore,  that  right-of-way  costs  on  any  such  route  as  Alameda 
Street  or  Santa  Fe  Avenue  would  greatly  exceed  the  comparatively  small  amounts 
necessary  on  the  river  free  way. 
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A  further  consideration  not  connected  with  costs  should  be  brought  out.  In 
case  of  an  elevated  free  way  it  would  perhaps  be  considered  economical  to  re- 
strict the  use  of  the  elevated  section  to  fast,  lightweight  vehicles,  providing  a 
surface-level  road,  underneath,  for  slower-moving  truck  traffic.  In  this  case  the 
large  proportion  of  industrial  truck  traffic,  which  is  vital  to  this  portion  of  the 
county,  would  not  derive  any  savings  in  travel  time  from  the  free  way.  One  of 
the  strongest  arguments  for  the  necessity  and  value  of  the  free  way  would  there- 
fore be  lost. 

Lastly,  it  is  clearly  apparent  that  any  proposal  to  follow  a  route  such  as  Alameda 
Street  or  Santa  Fe  Avenue  would  involve  very  extensive  delays.  Lengthy  de- 
tailed surveys  would  be  required  before  any  detailed  planning  or  acquisition  pro- 
ceedings could  be  begun.  Acquisition  proceedings  on  so  many  highly  developed 
properties  would  doubtless  consume  several  years  after  that.  In  the  case  of  the 
river  location,  enough  survey  data  is  already  available  that  both  preliminary 
detailed  studies  and  detailed  precise  surveys  can  be  begun  immediately.  The 
small  amounts  of  acquisition  necessary  for  interchange  and  other  special  points 
would  not  require  a  great  deal  of  time  in  any  case  arid  in  most  instances  would 
not  delay  the  construction  program  at  all.  In  most  such  cases  the  initial  free- 
way construction  could  be  undertaken  on  existing  rights-of-way,  the  interchanges 
and  widenings  taking  place  later  on  ai  the  traffic  need  develops  and  as  the  small 
parcels  of  land  are  acquired.'  The  river  free-way  construction  could  be  well 
under  way  before  the  complex  preliminaries  on  any  other  route  could  be  cleared 
away. 

CONSIDERATIONS    OF    ROADWAY    POSITIONS    IN    RELATION   TO    LEVEES 

Investigations  of  the  general  proposition  to  construct  a  free  way  along  the 
channel  of  the  Los  Angeles  River  presented  three  alternatives  distinguished  by 
the  location  of  the  roadways. 

Various  early  proposals  had  suggested  building  these  roadways: 

(a)  within  the  channel  proper, 

(b)  on  the  levees  or  banks, 

(c)  outside  and  adjacent  to  the  levees. 

A  preliminary  study  examined  the  feasibility  of  using  each  of  these  schemes 
for  the  project  as  a  whole.  Later  more  detailed  studies  were  made  of  the  feasi- 
bility of  applying  one  or  another  of  these  types  along  the  various  sections  of  the 
project  which  appeared  to  have  differing  characteristics.  On  the  basis  of  infor- 
mation available  at  this  time,  the  conclusion  was  reached  that  the  first  method, 
that  of  building  roadways  entirely  within  the  channel,  would  be  infeasible  at 
practically  all  points  along  the  route. 

The  points  considered  in  each  of  these  three  cases  are  discussed  in  the  following 
paragraphs. 

Roadways  within  the  Channel. — The  construction  of  the  flood-control  channel 
with  its  heavily  reinforced  concrete  base  and  walls,  the  movement  of  heavy  vehi- 
cles used  in  the  construction,  and  the  ease  of  controlling  the  normal  flow  of  water 
by  means  of  sandbags  and  low  earth  dykes  gave  rise  to  the  idea,  in  the  minds  of 
many  observers,  of  using  the  bed  of  the  channel  as  a  roadway  during  the  dry 
months  of  the  year.  It  seemed  to  be  a  simple  matter  to  construct  low  walls  to 
form  a  center  channel  to  confine  the  relatively  small  amount  of  water  flowing 
possibly  95  percent  of  the  time,  so  as  to  permit  the  use  of  the  sides  of  the  wide 
channel  for  freeway  purposes. 

The  first  proposal,  therefore,  was  simply  to  use  the  concrete  floor  of  the  channel 
as  a  motorway  during  the  dry  season  and  to  close  the  channel  to  vehicle  traffic 
during  periods  of  heavy  flow. 

Studies  soon  revealed  that  a  serious  problem  would  be  created  at  the  large 
drains  and  washes  entering  from  the  sides.  Various  methods  of  conducting  the 
water  into  the  center  channel  were  examined  in  an  attempt  to  find  a  means  of 
providing  for  traffic  on  the  side  strips  without  interfering  with  the  flow  of  the 
water.  In  the  portions  having  a  trapezoidal  cross  section  it  was  proposed  to 
locate  the  roadways  high  up  on  the  inner  slopes  of  the  levees.  These  roadways 
would  be  built  partly  on  a  fill  held  by  a  vertical  retaining  wall,  and  partly  cut  into 
the  levees,  increasing  the  water  capacity  of  the  channel  to  compensate  for  the  fill. 
In  the  portions  having  vertical  side  walls  it  was  proposed  to  build  the  roadway 
in  the  bed  of  the  channel  but  raised  from  four  to  six  feet  above  the  bed,  to  allow 
ordinary  drainage  structures  to  pass  underneath.  Hydraulic  capacity  would  be 
maintained  by  heightening  the  parapet  walls. 
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It  appeared,  however,  that  at  the  mouths  of  major  washes  these  devices  would 
not  satisfy  the  hydraulic  requirements.  Moreover,  in  the  already  completed 
portions  of  the  project  either  method  would  have  required  costly  changes  in  the 
concreted  pavings  or  facings.  If  the  channel  were  still  to  be  built  the  designs 
could  perhaps  be  economically  adapted  to  the  dual  purposes  proposed. 

No  solution  has  yet  been  found,  however,  that  did  not  result  in  obstruction  of 
the  flow  of  water  within  the  channel.  Conferences  with  Flood  Control  District 
and  United  States  Army  Engineers,  disclosed  that  such  obstructions  would  not  be 
acceptable  from  the  standpoint  of  the  hydraulics  involved. 

Secondly,  the  cost  of  construction  of  ramps,  floodgates,  and  various  interchange 
roadways  and  facilities  would  amount  to  considerably  more,  in  this  case,  than 
if  the  roadways  were  located  on  top  of,  or  outside,  the  levees.  Possible  hydraulic 
problems  caused  by  these  entry  and  exit  facilities  were  not  disposed  of  satis- 
factorily. 

It  was  therefore  concluded  that  the  originally  proposed  use  of  the  paved  bed 
of  the  channel  as  a  freeway  is  not  feasible. 

It  should  be  noted,  however,  that  had  the  Flood  Control  Channel  improvement 
and  the  Freeway  been  originally  designed  as  one  project  it  might  have  been  possible 
to  solve  the  construction  problems  indicated  above. 

Further  study  by  flood-control  engineers  might  find  some  solution  not  yet  con- 
sidered, but  in  the  light  of  information  available  to  this  office  no  satisfactory 
solution  on  this  basis  is  apparent  at  this  time. 

Roadways  on  the  Levees  or  Banks. —  With  the  first  alternate  rejected,  attention 
was  turned  to  the  possibility  of  developing  roadways  on  the  levees  or  banks  adja- 
cent to  the  channel  proper  and  generally  within  the  flood-control  right-of-way. 

By  "banks"  is  meant  the  flat  surface  adjoining  the  top  of  the  channel  in  areas 
where  the  channel  does  not  have  to  be  built  above  the  level  of  the  surrounding 
country.  The  location  contemplated  on  both  levees  and  banks  is  well  illustrated 
in  the  Cross  Section  Study  entitled  "Trapezoidal  Section  between  Hyperion  Ave- 
nue and  Victory  Boulevard"  (page  — )} 

This  type  of  construction  would  not  interfere  with  the  flow  of  water  in  the 
flood-control  channel.  It  would,  however,  require  that  the  levees  be  developed 
according  to  the  ultimate  plan  of  the  United  States  Engineers  prior  to  or  at  the 
time  of  the  free  way  construction. 

Some  additional  right-of-way  would  be  required  at  interchange  points  and  for 
grade  separation  structures  at  some  of  the  bridge  heads. 

Under  this  system  roadways  in  this  location  would  require  a  minimum  of 
expenditure  for  land  acquisition,  for: 

(a)  The  proposed  freeway  would  make  use  of  rights-of-way  already  owned 

or  for  which  easements  have  been  granted  to  the  Los  Angeles  County 
Flood  Control  District,  thus  eliminating  the  need  for  extensive  land 
acquisition.  It  may  be  necessary,  however,  to  acquire,  for  road  pur- 
poses, those  portions  of  the  Flood  Control  right-of-way  which  are  not 
held  for  this  purpose;  these  apparently  amount  to  about  46%  of  the 
present  length  of  the  right-of-way.2 

(b)  Payment  of  severance  damages  to  properties  adjacent  to  the  river  will 

not  be  necessary  (as  in  most  cases  of  freeway  acquisition)  since  rights 
of  access  to  property  are  already  denied  by  the  existence  of  the  Flood 
Control  channel  as  a  physical  barrier,  and  by  the  terms  of  acquisition 
of  the  Flood  Control  right-of-way;  and  further, 

(c)  Ownership  or  control  by  public  agencies  of  the  Flood  Control  right-of- 

way  and  certain  adjoining  lands  would  tend  to  permit  construction  of 
the  freeway  in  the  immediate  future,  i.  e.,  with  much  less  delay  than 
on  any  comparable  route. 

There  are  many  places  along  the  route  where  the  width  between  the  top  of  the 
channel  bank  and  the  boundary  of  the  right-of-way  is  not  quite  wide  enough  to 
accommodate  a  four-lane  roadway.  This  deficiency  could  be  made  up  either  by 
occasional  slight  acquisitions,  of  slivers  running  up  to  as  much  as  10  to  20  feet  in 
width  or  by  building  the  roadway  out  over  the  sloping  wall  of  the  channel  by  this 
amount. 

Roadways  outside  the  Levees. — The  location  of  the  roadways  completely  outside 
of,  and  adjacent  to,  the  levees  where  they  exist  appeared  to  offer  many  advantages. 
This  condition  obtains  mainly  between  Anaheim  Street  and  Soto  Street. 

1  See  footnote,  supra,  p.  1938. 

8  For  an  analysis  of  the  status  of  the  right-of-way,  see  Table  of  Ownership,  p.  1948. 
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Briefly  the  advantages  of  this  plan  are:  no  interference  with  flood  control,  ease 
of  developing  interchange  facilities,  use  of  bridge  approaches  as  separations  at 
comparatively  low  construction  cost,  use  of  roadways  during  flood  periods,  exist- 
ence of  a  planned  highway  alinement,  bridging  of  drains  and  washes  in  a  normal 
manner,  and  great  opportunity  for  parkway  treatment.  Moreover,  the  roadways 
could  be  constructed  prior  to  final  development  of  the  levees. 

On  the  other  hand  it  would  be  necessary  to  move  more  physical  obstructions, 
such  as  transmission  towers.  The  principal  objection  to  the  plan,  however,  is  that 
considerable  additional  right-of-way  would  have  to  be  acquired,  causing  not  only 
greater  expense  but  also  delay  in  procedure. 

This  factor  appeared  to  be  so  important  at  the  present  time  that  it  led  to  the 
decision  not  to  recommend  the  location  of  the  roadways  outside  the  levees  for  the 
major  portion  of  the  project. 

There  are  also  a  few  points  along  the  route  where  the  bordering  land  is  so  inten- 
sively built  up  with  substantial,  valuable  buildings  that  the  latter  method,  extend- 
ing the  roadway  out  over  the  channel  area  for  short  distances,  seems  to  be  indicated. 
The  construction  of  parapet  walls  on  each  side  of  the  channel  would  compensate 
for  the  area  so  used  by  the  roadways.  (For  variations  of  these  conditions  see 
Cross  Section  Studies  on  pages  42  and  45.) 

With  the  roadways  on  the  banks  or  levees  interchange  facilities  with  cross 
highways  could  be  constructed  with  less  complication.  This  type  of  development 
could  be  used  between  Anaheim  Street  and  Soto  Street  and  between  Dayton 
Avenue  and  the  northerly  terminus  of  the  proposed  free  way. 

Due  to  the  intensive  development  of  the  banks  of  the  channel  to  industrial 
uses  and  the  location  of  main-line  railroad  tracks  immediately  bordering  on  the 
channel  between  Soto  Street  and  Dayton  Avenue  it  appears  to  be  infeasible  to 
use  the  banks  for  freeway  development  in  this  area. 

Summary  of  bridge  crossings  on  the  Los  Angeles  River  between  Colfax  Ave.  and 

Anaheim  St. 
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Summary  of  ownership  of  right-of-way,  Los  Angeles  River  flood-control  channel? 
between  Victory  Blvd.,  Glendale,  and  Anaheim  St.,  Long  Beach 


North  and  east  side: 
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Exhibit  No.  102 

[Copy  of  telegram] 


August  13,  1941. 


Truman  Senate  Investigating  Committee  on  National  Defense  Program,. 
Washington,  D.  C.: 
Due  to  present  hazardous  fire  conditions  existing  in   San   Gabriel  mountain 
range  and  for  protection  southern  California  water   supply    and   metropolitan 
water  district  aqueduct  and  water  sheds  surrounding  defense  communities  located 
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in  southern  California  it  is  vitally  important  and  absolutely  necessary  that 
C.  C.  C.  camps  now  located  at  Angeles  Crest,  Dalton  Canyon,  and  Tuna  Canyon 
be  retained  until  after  hearings  to  be  held  by  your  committee  at  Los  Angeles  in 
September. 

Altadena  Citizens  Association. 
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165  So.  Roosevelt  Ave., 
Pasadena,  Calif.,  August  15,  1941,  8:80  P.  M. 
Telephone:  S.  Y.  6-7324 
S.  Y.  6-7324 

Senator  Mon  C.  Wallgren 

Dear  Sir:  As  per  my  phone  conversation  with  you  this  evening  regarding 
orders  to  close  Angeles  Crest  Camp  #903 — C.  C.  C,  I  called  Lt.  Col.  Lucian  D. 
Bogan — Van  Nuys,  Phone  State  51146,  in  charge  of  Southern  district.  Had  left 
for  evening;  will  call  him  in  morning  and  secure  date  of  order  and  call  you  at 
9:30  a.  m.  Saturday — 8/16. 

Please  find  copies  of  C.  C.  C.  Data  from  Charles  H.  Taylor,  Asst.  Director, 
C.  C.  C,  Washington,  copy  of  letter  to  President,  copy  of  wire  to  Mrs.  Eleanor 
Roosevelt,  &  the  Hon.  Paul  V.  McNutt,  and  copy  to  Los  Angeles  Supervisors. 

This  data  may  give  you  some  points  to  consider,  if  you  can  look  them  over  or 
have  Mr.  Clark  check  them  at  breakfast. 

I  have  important  facts  about  this  entire  Arroyo  Seco  Area  which  I  am  sure  your 
committee  will  want  to  consider.     "I  have  the  facts." 

Please  hold  for  me  copies  of  C.  C.  C.  letters  and  copies  of  wires  and  copy  of  snap 
shot  showing  how  far  back  my  interest  in  our  mountains  goes.  Picture  taken  on 
Mount  Wilson  in  1912  was  first  of  the  "Forest  Observers"  appointed  by  Super- 
visor Charlton. 

You  have  been  most  kind  and  I  would  not  have  gone  to  all  this  effort  if  I  did 
not  believe  it  important  to  protect  a  "50-year  Cover  Crop"  on  our  mountains. 
Sincerely, 

Geo.  L.  Kelley. 
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State  Traffic  Safety  Committee.  Statewide  Street  and  Highway  Comm. 

California  State  Chamber  of  Commere 

165  South  Roosevelt  Ave., 
Pasadena,  Calif.,  August  7,  1941. 
Secretary  Early  or  Acting  Secretary. 

Dear  Sir:  During  the  absence  of  the  President,  it  would  be  greatly  appreciated 
by  his  friends  in  California,  if  you  could  arrange  that  notice  of  the  contents  of 
this  enc.  letter  be  sent  to  the  Senate  investigating  committee  on  national  defense 
and  if  possible  tht  request  go  forward  to  James  McEntee,  Director  of  C.  C.  C. 
to  maintain  the  "Status  Quo"  as  at  present  of  Angeles  Crest  C.  C.  C.  camp 
#903  and  that  present  enrollees  be  maintained  at  Tuna  canyon,  state  camp,  until 
all  the  facts  can  be  presented  to  investigating  committee  and  the  President. 

Telegrams  from  conservation  association  of  So.  California  are  going  forward 
to  C.  C.  C.  Director  James  McEntee  to  keep  personnel  of  those  camps  under 
Dalton  camp  F  126  in  this  area.  We  are  arranging  that  telegrams  will  follow 
from  Calif.  State  Chamber  of  Commerce,  Los  Angeles  and  Pasadena  Chamber 
of  Commerce  requesting  "Status  Quo'.'  be  maintained  as  at  present  date  at 
Angeles  crest  camp  #903  F  384  and  Dalton  camp  F  126  and  State  camp  at  Tuna 
canyon. 

On  Oct.  4,  1940,  President  authorized  $1,170,000  to  be  spent  to  prevent  fires 
in  Arroyo  Seco  and  now  the  men  who  handle  the  rools  are  being  taken  away. 
That  is  all  Churchill  wanted,  was  "Tools  to  Win  the  War,"  all  we  want  is  let  us 
keep  the  men  to  handle  the  "tools  to  fight  forest  fires."  California  will  appreciate 
this  courtesy. 

Yours  Respectfully, 

Geo.  L.  Kelley. 
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Exhibit  No.  105 

[Copy] 

State  Statewide    Street   and 
Traffic )  Highway  Coram. 

Safety  California  State 
Committee.  Chamber  of  Commerce 

165  South  Roosevelt  Avenue, 
Pasadena,  California,  August  7,  1941. 
President  Franklin  D.  Roosevelt, 

Washington,  D.  C. 

Dear  Mr.  President:  Enclosed  please  find  clippings  which  show  the  necessity 
of  protecting  our  water  life  line  in  southern  California.  Our  airplane  plants 
are  dependent  on  water  and  it  is  necessary  to  have  mobile  suppression  crews  at 
strategic  points  along  the  aqueduct  "water  life  line"  from  Owen's  valley  and 
Boulder  dam  to  Los  Angeles  to  reach  and  put  out  fires  quickly  before  they  reach 
large  proportions. 

Our  Angeles  Crest  camp  No.  903  spike  camps  are  doing  this  now.  These 
Water  Life  Lines  Supply  50,000,000  people  and  immense  defense  industries, 
also  large  oil  reserves. 

Following  the  C.  C  C.  appreciation  day  as  requested  by  Mr.  Paul  V.  McNutt 
enrollment  was  stimulated  in  Los  Angeles  area  and  boys  enlisted  for  Federal 
Angeles  Crest  camp  F.  384  (Co.  903),  Dalton  camp  F  126  and  State  Tuna  canyon 
camp. 

The  July  enrollment  in  Los  Angeles  which  went  in  for  vocational  training, 
because  of  lack  of  publicity  and  insufficient  interest  in  Fresno  district  which 
resulted  in  small  enrollment  there,  our  quota  was  sent  to  Fresno,  Camp  Roberts, 
and  Fort  Ord. 

Eighty  of  the  boys  came  back  asking  reinstatement  in  Los  Angeles  area.  We 
would  request  that  these  camps  maintain  their  Status  Quo  as  denoted  in  Mr. 
Taylor's,  Director  C.  C.  C,  letter  [of  June  25th  which  indicated  that  camps 
F  126  and  F  384  had  been  approved  for  continuance  during  the  17th  work  period 
of  C.  C.  C.  work  expiring  Sept.  30,  1941. 

We  request  that  this  matter  be  referred  to  the  Senate  committee  investigating 
national  defense  and  that  the  record  of  these  80  boys  be  cleared  and  they  be  given 
a  chance  to  reenlist  during  the  supplemental  period  from  August  21  to  31. 

Our  Western  Senators,  the  Hon.  Senator  Murdock  and  Hon.  Congressman 
Robinson  of  Utah  and  Hon.  Senators  Murray,  of  Montana,  and  Hon.  Wallgren,  of 
Washington,  should  be  commended  for  their  help  to  our  California  Senators  and 
Congressmen  and  interest  shown  in  protecting  our  Water  Life  Line  supplying  our 
airplane  plants  and  oil  supplies  so  necessary  for  our  National  Defense  and  to  make 
effective  our  Lend-Lease  bill. 

I  am  sure  I  voice  public  opinion  that  a  complete  investigation  be  made  before 
taking  away  our  forest-fire  protection  in  So.  California. 

My  letter  to  you  of  June  7  and  wire  to  Mrs.  Eleanor  Roosevelt  of  June  13 
answered  by  Ralph  W.  Magee,  Adm.  Officer,  cover  the  situation  and  as  these  three 
camps  in  question  occupy  a  strategic  position,  that  their  Status  Quo  be  estab- 
lished to  Sept.  30  as  on  file  in  C.  C.  C.  Headquarters  at  Washington,  so  that  this 
matter  of  mistaken  enrollment  be  cleared  up. 

We  enrolled  enough  boys  to  maintain  these  camps  if  we  could  have  retained 
them  here,  where  they  were  needed  most. 

Your  interest  in  our  successful  C.  C.  C.  and  Mrs.  Roosevelt's  interest  in  keeping 
up  the  morale  of  our  boys  bespeak  your  support  and  that  all  the  facts  be  placed 
before  you  before  anything  is  done  to  disturb  the  Status  Quo  of  these  camps 
protecting  the  Los  Angeles  area,  before  August  15. 
Yours  Respectfully, 

George  L.  Kellet, 
Pasadena  Safety  Chairman. 

c.  c.  Clippings, 
glk/zck. 
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Exhibit  No.  106 

[Copy] 

July  8,  1941. 
Mr.  William  Dunkerley, 

Secretary,  Pasadena  Chamber  of  Commerce, 

Pasadena,  California. 
Dear  Mr.  Dunkerley:  In  consideration  of  the  Chamber's  interest  in  con- 
servation, the  Pasadena  Chamber  of  Commerce  Conservation  Committee  has 
been  active  in  protecting  our  forests  and  water  supply  from  sabotage  and  in 
preventing  forest  fires  in  this  region,  particularly  of  the  Arroyo  Seco  Canyon. 
Over  a  period  of  a  year  great  diligence  has  had  to  be  exercised  in  following  up 
every  essential  lead  to  provide  manpower  to  operate  and  meet  this  constructive 
need. 

George  L.  Kelley  has  at  my  request  followed  through  constantly  with  Carl 
Hinshaw,  Senator  Murdock  of  Utah  and  Wm.  V.  Mendenhall,  Supervisor  of 
Angeles  Crest  National  Forest.  Today  through  a  story  in  Pasadena  Post, 
edited  by  Blythe  Foote,  we  have  evidence  of  the  work  well  done  by  Mr.  Kelley. 
Mr.  Mendenhall  has  been  called  to  San  Francisco,  but,  according  to  the  pub- 
licity the  C.  C.  C.  Camp,  No.  903,  located  in  Oak  Park,  is  to  be  maintained 
until  September  30,  and  there  also  have  been  made  appropriations  to  prevent 
sabotage  and  provide  reasonably  adequate  forest  service  for  fire  control. 

When  I  attended  this  morning's  meeting  I  was  not  aware  of  these  circum- 
stances. Therefore,  kindly  accept  this  as  my  report,  for  it  is  a  sequel  to  the 
efforts  of  1938  and  the  well-established  plan  of  the  Conservation  Committee  of 
the  Chamber  of  Commerce,  which  has  again  succeded  this  year  in  protecting 
our  natural  resources. 

In  closing  I  wish  to  commend  the  help  rendered  the  Committee  by  Mr.  Kelley. 
Sincerely  yours, 

Cecil  F.  Martin, 
Chairman,  Conservation  Committee,  Pasadena  Chamber  of  Commerce. 
cfm:m 


Exhibit  No.  107 

[Copy] 

Pasadena,  California, 
165  South  Roosevelt  Ave.,  August  11,  1941. 
Board  of  Supervisors,  Los  Angeles  County. 

Gentlemen:  Referring  to  letter  placed  before  your  Board  7/28/41  filed  with 
L.  A.  County  clerk,  Miss  Burke  under  file  A  6235,  the  Status  of  July  enrollment 
for  C.  C.  C.  camps  was  presented  to  conservation  association  of  So.  Calif,  reso- 
lution to  retain  all  present  C.  C.  C.  personnel  under  Dalton  camp  sent  to  James 
McEntee,  National  Director  of  C.  C.  C,  as  per  enclosed  clipping. 

Arrangements  are  being  made  to  have  telegrams  go  forward  to  James  McEntee, 
Director  C.  C.  C,  Washington,  D.  C.  from  Calif.  State  Chamber  of  Commerce 
and  L.  A.  and  Pasadena  chamber  of  commerce,  City  of  Long  Beach  and  Hunting- 
ton Beach  requesting  that  Statue  Quo  as  at  present  be  maintained  at  Angeles 
Crest  camp  No.  903,  Dalton  camp  and  Tuna  canyon  State  camp  and  that  a  request 
be  sent  to  "Truman  Senatorial  investigating  committee"  on  National  defense 
for  an  on  the  spot  investigation  regarding  the  adequacy  of  our  forest  fire  protection 
of  our  "water  life  line,"  from  Owen's  valley  and  Boulder  dam  to  Los  Angeles. 

Our  C.  C.  C.  Angeles  crest  No.  903,  Spike  camps  have  been  acting  along  our 
aqueduct  in  this  capacity. 

Mr.  Harry  Hopkins  recently  commented  on  the  necessity  of  protecting  by 
warships  the  "Life  Line  to  Britain,"  our  "water  life  line"  supplying  our  defense 
industries  is  just  as  important. 

I  asked  Supervisor  Smith,  Friday  to  call  this  to  your  attention,  it  is  hoped 
our  board  of  supervisors  will  take  action  along  with  chambers  of  commerce  to' 
bring  this  before  officials  at  Washington.  The  Senate  Truman  investigating 
committee  anticipates  making  an  "On  The  Spot  investigation  about  Sept.  1. 
Camps  go  8/15/41. 

Support  from  10,000  Churchmen  of  Pasadena  in  regard  to  proposed  ordinance 
by  Supervisors  to  prevent  the  dumping  of  milk  and  wasting  and  destroying  of 
foodstuffs  in  L.  A.  County  was  presented  to  you  in  above  letter  and  this  matter 
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on  being  presented  to  merchants  and  Mfg.  Comm.  brought  information  that 
1,000,000  qts.  of  milk  was  dumped  and  that  Beck  and  his  group  will  receive  as 
salaries  $1,250,000  the  coming  year  and  milk  prices  advanced  one  cent  per  qt. 
on  the  1st  of  August. 

An  ordinance  to  prevent  future  action  of  a  like  character  is  necessary  to  protect 
the  public. 

The  opinion  supplied  you  July  14,  1941,  by  Mr.  Gaylord,  the  deputy  county 
council  advising  an  ordinance  requesting  a  permit  before  food  is  disposed  of  other 
than  by  use,  sale,  or  gift  is  both  possible  and  feasible  to  prevent  a  health  hazard. 

Mrs.  Margaret  Grier  and  the  60,000  women  who  sent  you  the  original  request 
expected  favorable  action  and  still  do. 

I  am  sure  the  Supervisors  who  were  elected  to  protect  the  public  will  order  this 
ordinance  prepared  and  pass  it  and  cooperate  with  the  city  of  Oakland  and  not 
let  the  farmers  of  Marin  Co.  in  the  North  show  up  the  farmers,  officials,  and  milk 
dealers  of  Southern  California. 

48,000  Pasadena  grocery-store  clerks  have  recently  been  organized  and  told  to 
pay  $2  each  per  month  or  they  could  not  work.     "Mr.  Jessup  Please  Note." 

This  money  could  be  used  better  for  national  defense  than  going  to  pay  the 
salaries  of  outsiders  from  other  states  who  have  all  the  earmarks  of  labor  dictators. 

If  this  keeps  up  and  the  public  gets  no  relief  from  our  elected  representatives, 
the  government  will  no  doubt  be  requested  to  take  over  the  unions  and  administer 
them  under  the  labor  relations  board  and  use  the  dues  for  national  defense,  at 
least  the  public  will  get  the  benefit  instead  of  a  lot  of  outsider  labor  bosses. 

Beck  and  Bridges  were  stopped  in  1934;  have  vou  stopped  being  Americans  in 
1941? 

Mr.  Jones  is  suggesting  changes  in  the  supervisorial  Districts  and  lack  of  action 
to  protect  the  public  in  this  milk  question  may  raise  the  question  of  changing 
"Dark  Horses  in  the  Middle  of  a  Very  Murky  Stream." 

I  think  we  have  a  good  board  of  supervisors;  now  is  a  good  time  to  display  your 

horse  sense  and  order  an  ordinance  prepared.     "60,000  Women  can't  be  Wrong." 

Yours  Very  Respectfully, 


glk/zck. 


Merchants  and  Mfg.  Association, 
Conservation  Association  of  So.  Calif., 
News  Papers. 
For  Tuesday  8/12/41. 


George  L.  Kelley, 
Pasadena  Safety  Chairman. 


Exhibit  No.  108 

H.  A.  Van  Norman  207  So.  Broadway 

Chief  Engineer  and  General  Los  Angeles 

Manager  of  Water  Works  Michigan  4211 

Department  of  Water  and  Power 
city  of  los  angeles 

bureau  of  water  works  and  supply 

August  19,  1941. 
Truman  Committee, 

Senate  Special  Committee  Investigating  National  Defense, 
Room  1607,  Federal  Building,  Los  Angeles,  California. 

Gentlemen:  In  response  to  your  request  that  I  make  a  statement  for  the  record 
before  your  Committee,  on  Thursday  morning,  August  21,  respecting  the  water 
supply  of  The  City  of  Los  Angeles,  I  am  submitting  the  following  in  written  form, 
hoping  it  will  save  your  Committee  some  valuable  time: 

The  City's  supply  of  water  is  obtainable  from  three  sources. 
'  The  first  source  of  supply  is  from  the  underground  basins  in  the  San  Fernando 
Valley  and  the  coastal  plain  area  to  the  south  extending  to  the  harbor.  The  capac- 
ity of  our  installations  for  the  recovery  of  water  from  these  underground  basins  is 
approximately  200  cubic  feet  per  second,  and  in  case  of  an  emergency  this  quan- 
titv  could  be  extracted  for  a  period  of  six  months,  which  would  be  approximately 
100,000  acre-feet. 
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Next  is  the  supply  through  the  Los  Angeles  Aqueduct,  from  the  east  slope  of  the 
Sierra  Nevada  in  Inyo  and  Mono  Counties.  This  aqueduct  has  a  capacity  of  450 
cubic  feet  per  second  continuous  flow.  An  adequate  seasonal  and  cyclic  storage 
has  been  provided  at  the  headwaters  of  the  Owens  River  and  on  the  streams  in 
Mono  Basin  to  provide  this  450  cubic  feet  per  second  as  the  minimum  during  wet 
and  dry  seasons  alike.  The  intake  of  this  aqueduct,  from  the  Owens  River,  is 
fifteen  miles  north  of  Independence  in  Inyo  County,  and  the  aqueduct  extends 
southerly  to  the  San  Fernando  Valley  in  Los  Angeles  city,  a  distance  of  240  miles. 

The  yield  of  water  from  the  Owens  River  watershed  is  supplemented  by  an 
extension  into  Mono  Basin,  where  a  collecting  system,  storage  and  regulating 
reservoirs,  and  an  eleven-mile  tunnel  through  the  Mono  Craters  deliver  the  water 
into  the  north  extremities  of  Owens  River,  from  whence  it  flows  through  the  Owens 
River  to  the  intake  of  the  aqueduct. 

The  Haiwee  Reservoir,  sixty  miles  from  the  intake  of  the  aqueduct,  has  a  capacity 
of  58,525  acre-feet.  Fairmont  Reservoir,  approximately  135  miles  south  of  Hai- 
wee, has  a  capacity  of  7,487  acre-feet.  Between  Fairmont  and  San  Fernando 
Valley  is  the  Bouquet  Canyon  Reservoir,  with  a  capacity  of  36,500  acre-feet. 
This  reservoir  is  thirty  miles  from  the  terminus  of  the  aqueduct. 

The  water  discharging  from  the  end  of  the  aqueduct  passes  through  Upper 
San  Fernando  Reservoir,  where  a  partial  diversion  is  made  westerly  to  the  Chats- 
worth  Reservoir  in  the  extreme  west  end  of  San  Fernando  Valley,  and  the  remain- 
der is  discharged  directly  into  the  Lower  (main)  San  Fernando  Reservoir.  From 
these  two  reservoirs  supply  lines  are  constructed  across  San  Fernando  Valley, 
taking  care  of  the  reservoirs  in  the  Valley  and  discharging  into  Encino  Reservoir 
on  the  north  side  of  the  Santa  Monica  Mountains,  and  into  the  Stone  Canyon, 
Tipper  and  Lower  Franklin,  and  Hollywood  Reservoirs  on  the  south  side  of  the 
Santa  Monica  Mountains.  These  reservoirs  (together  with  one  farther  East 
called  Silver  Lake,  that  is  supplied  largely  from  the  San  Fernando  Valley  supply 
heretofore  referred  to)  are  the  main  storage  and  regulating  reservoirs  of  the  local 
system.  The  capacities  of  these  reservoirs  are  shown  on  the  attached  exhibit, 
"Reservoir  and  Tank  Data." 

The  consumption  of  water  from  the  city  system  during  the  fiscal  year  1940-41 
averaged  339.4  cubic  feet  per  second.  The  average  for  the  six  summer  months  was 
427.1  cubic  feet  per  second;  and  for  the  six  winter  months,  251.7  cubic  feet  per 
second.  Therefore,  having  200  cubic  feet  per  second  available  for  extraction  from 
the  underground  basin  for  a  six-month  period,  it  would  require  an  additional  227 
cubic  feet  per  second  to  supply  the  full  demands  of  the  city  for  a  six-month  period 
in  the  event  the  flow  on  the  desert  north  of  Fairmont  Reservoir  was  interrupted 
for  that  length  of  time,  which  would  be  equivalent  to  approximately  80,000  acre- 
feet  to  be  drawn  from  service  reservoirs  during  the  six-month  period.  The  table 
at  the  top  of  page  3  1  summarizes  the  capacities  of  such  reservoirs,  and  it  is  shown 
by  these  figures  that  such  an  interruption  of  the  flow  of  the  Los  Angeles  Aqueduct 
as  referred  to  above  would  not  seriously  interfere  with  the  water  supply  of  the  city, 
as  it  is  not  likely  that  any  act  of  sabotage  could  be  so  extensive  that  repairs  could 
not  be  made  in  a  very  much  shorter  period  than  six  months. 

Capacity 

Reservoir — Continued  (Acre-feet) 

Stone  Canyon 7,998 


Capacity 
Reservoir:  (Acre-feet) 

Fairmont 7,487 

Bouquet  Canyon 36,  500 

Upper  San  Fernando 1,  977 

Lower  San  Fernando 20,500 

Encino 3,229 

Chatsworth 10,  125 


Hollywood 4,034 

Lower  Franklin 1,  043 

Silver  Lake 1,995 


Total ; 94, 


In  addition  to  the  above  resources,  as  a  third  source  of  supply,  water  from  The 
Metropolitan  Water  District  of  Southern  California  is  now  available  to  Los 
Angeles  along  its  eastern  boundary.  However,  before  it  can  be  used  it  will  be 
necessary  to  extend  connections  from  the  present  Metropolitan  Water  District 
distributing  system  westerly  to  a  small  reservoir  near  the  Westwood  section  of 
Los  Angeles.  This  line  would  have  a  capacity  of  150  cubic  feet  per  second,  and 
pipe  lines  of  our  present  distributing  system  can  be  connected  to  the  existing 
Metropolitan  Water  District  line  extending  along  the  east  boundary  of  the  city 
from  Eagle  Rock  to  the  harbor  at  San  Pedro.  With  these  extensions,  and  the 
connecting  pipe  line  heretofore  referred  to,  there  would  be  an  additional  supply 

1  See  table  on  this  page. 
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of  200  cubic  feet  per  second  available.  I  feel  that  these  connections  should  be 
made,  so  that  the  water  from  this  source  could  be  made  available  in  the  event  that 
serious  damage  occurred  to  the  aqueduct  between  the  Fairmont  and  Upper 
San  Fernando  Reservoirs  which  would  prevent  the  use  of  Bouquet  Canyon  and 
Fairmont  and  cut  down  the  supply  to  the  city  to  a  maximum  of  ninety  days  unless 
water  from  the  Metropolitan  was  available. 

It  will  take  some  months  to  secure  the  materials  and  construct  a  large  trunk  line, 
and  it  would  appear  to  be  prudent  to  proceed  with  this  at  once.  The  present 
facilities  of  the  Bureau  of  Water  Works  and  Supply,  as  can  readily  be  seen  from 
the  above  outline,  are  adequate  to  take  care  of  all  requirements  in  normal  times, 
but  under  the  existing  conditions  I  believe  that  every  precaution  should  be  taken 
to  guarantee  the  continuity  of  a  water  supply  to  the  important  defense  industries 
within  the  city  of  Los  Angeles.  Details  and  estimates  of  cost  will  be  available  if, 
through  the  efforts  of  your  committee,  the  decision  is  made  to  make  these  con- 
nections. 

In  June  1940  the  management  of  the  Department  of  Water  and  Power  inau- 
gurated the  establishment  of  a  system  of  guarding  its  properties  against  violence, 
and  at  present  we  believe  we  have  sufficient  personnel  available  to  take  care  of 
any  attack  on  any  of  our  properties  that  could  be  expected  under  present  con- 
ditions. We  have  the  full  cooperation  of  the  peace  officers  in  all  counties  and 
cities  through  which  our  properties  pass,  and  also  have  the  assurance  from  the 
State  Highway  Patrol  that  they  will  furnish  us  with  motorcycle  officers  any  place 
within  the  State  promptly  upon  call. 

Respectfully  submitted. 

H.  A.  Van  Norman, 
Chief  Engineer  and  General  Manager. 

HAVN 

CRM 

Enclosure. 


Exhibit  No.  109,  introduced  on  p.  1827,  is  on  file  with  the  Committee. 


Exhibit  No.  110  appears  in  text  on  pp.  1860-1861 


Fletcher  Bowron 

MATOB 

Exhibit  No.  116  x 

Office  of  the  Mayor,  City  Hall, 

Los  Angeles,  California, 

September  5,  1941. 
Truman  Committee, 

bnited  States  Senate,  Washington,  D.  C. 

Gentlemen:  At  the  time  of  the  hearing  of  your  Committee  in  Los  Angeles, 
one  of  your  Committee  members,  Senator  Mead,  of  New  York,  took  occasion 
to  make  certain  public  statements  relative  to  unsafe  conditions  at  our  harbor. 

As  I  had  previously  advised  members  of  your  Committee,  Senators  Truman, 
Mead,  and  Wallgren,  we  were  fully  aware  of  the  facts  and  were  taking  steps  to 
correct  them.  I  advised  that  we  had  had  conferences  with  officers  of  the  Coast 
Guard,  officers  of  the  United  States  Navy,  and  the  Commanding  Officer  at  Fort 
McArthur. 

We  regret  very  much  that  a  member  of  your  Committee  felt  that  it  was  neces- 
sary to  make  the  public  statement  that  he  did,  calling  attention  to  the  fact  that 
the  goods  shipped  through  our  harbor  were  not  adequately  protected  and  further 
calling  attention  to  a  fruitful  field  of  operation  for  possible  saboteurs. 

Please  be  advised  that  the  conditions  to  which  public  attention  was  directed 
have  been  corrected.  Two  boats  manned  by  police  officers  are  now  patrolling 
the  inner  harbor.  These  boats  have  been  supplied  by  the  Harbor  Department  of 
the  City  of  Los  Angeles.  Sufficient  time  has  not  elapsed  to  permit  the  securing 
of  the  boats  that  will  be  permanently  used  for  patrol  work.  After  diligent  inquiry, 
representatives  of  the  city  have  been  unable  to  locate  for  purchase  the  kind  of 

1  Entered  in  the  record  on  September  12, 1941,  see  Hearings,  Part  7. 
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boats  they  want.**  However,  as  soon  as  they  can  be  found,  three  boats  will  be 
purchased  and  the  police  patrol  system  will  be  continued  day  and  night,  with 
one  boat  operating  in  the  daytime  and  two  at  night  in  the  inner  harbor. 

Attached  hereto  for  your  information  is  a  report  from  the  Chief  of  Police  of  the 
City  of  Los  Angeles  relative  to  the  police  patrol  service. 

We  wish  it  were  possible  to  give  the  same  kind  of  public  notice  to  conditions  as 
they  now  exist  as  members  of  your  Committee  saw  fit  to  give  during  the  period 
of  the  hearing  in  Los  Angeles.  We  believe  that  any  public  statement  that  might 
be  made  will  be  helpful  in  undoing  the  damage  done  by  reason  of  the  unfavorable 
publicity  our  harbor  has  received. 
Yours  very  truly, 

Fletcher  Bowron,  Mayor. 
FB:M 
Enc. 

Department  op  Police 
los  angeles,  california 

c.  b.  horball,  ch1kf 

Michigan  5211 
In  replying  please  give 
our  reference  No.  1.1.4. 

September  4,  1941. 
Hon.  Fletcher  Bowron, 

Mayor,  Room  105,  City  Hall, 

Los  Angeles,  California. 
Dear  Sir:  The  following  report  indicates  the  action  taken  by  this  Department 
to  increase  the  police  patrol  service  in  the  Harbor  area.     This  report  will  be  devel- 
oped on  the  following  four-point  basis: 

I.  Additional  personnel. 
II.  New  equipment. 

III.  Reassignment  of  personnel  and  equipment. 

IV.  Traffic  survey. 

I.  Additional  Personnel: 

1  Lieutenant  assigned  as  of  August  29,  1941,  as  Coordinator, 
working  with  Mr.  Morgan  Adams,  Board  of  Harbor  Com- 
missioners, and  directly  responsible  to  Deputy  Chief  Ross 
R.  McDonald,  Director  of  Field  Operations. 

Duties:  Confer  with  and  coordinate  various  activities  of 
Armed  Forces;  other  Governmental  Agencies,  i.  e.,  Fed- 
eral, State,  County,  and  City;  Private  Industries,  insofar 
as  compatible  with  the  various  laws,  rules,  and  regulations 
of  the  above  services. 

2  Policemen,  assigned  as  of  August  21,  1941,  to  augment  the 
land  patrol  force. 

18  Policemen,  assigned  as  of  September  3,  1941,  to  inaugu- 
rate a  24-hour  water  patrol  in  the  Harbor  area. 
II.  New  Equipment: 

2  Patrol  Boats,  furnished  by  the  Harbor  Department, 
equipped  with  two-way  radio,  to  be  manned  and  operated 
as  follows: 

Day  Watch:  1  boat,  manned  by  3  Policemen,  to  patrol 

the  entire  Harbor  area. 
Night  and  Morning  Watches:  2  boats,  each  manned  by  3 
Policemen — one  to  patrol  the  West  Basin,  the  other  to 
patrol  the  remaining  water-front  area. 
III.  Reassignment  of  Personnel  and  Equipment: 

Day  Watch:  All  radio  car  officers  were  instructed  to  patrol 

the  water  front  as  frequently  as  possible. 
Night  Watch:  1  additional  radio  car,  manned  by  2  Police- 
men, assigned  to  patrol  the  water  front. 
Morning   Watch:    1   radio   car,   manned  by   2   Policemen, 

reassigned  to  patrol  the  water  front. 
Supervision:   Sergeants,   formerly  assigned  to   Wilmington 
Station,  have  been  reassigned  as  Field  Sergeants  for  the 
purpose  of  supervising  the  water  patrol  and  observing 
conditions  on  the  docks. 
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Land  patrol  in  San  Pedro  and  Wilmington  districts  will 
be  supervised  by  the  Sergeants  assigned  to  radio  cars. 
Traffic:  All  Policemen  on  Terminal  Island  have  been  in- 
structed to  enforce  the  traffic  regulations  on  Terminal 
Island. 
IV.  Traffic  Survey: 

Mr.  R.  T.  Dorsey,  Traffic  Engineer,  is  conducting  a  survey 
for  the  purpose  of  submitting  to  this  Department  recom- 
mendations for  more  efficient  traffic  control  on  Terminal 
Island. 
The  foregoing  report  is  a  supplement  to  that  submitted  to  your  office  on  August 
25,  1941. 

Respectfully, 

C.  B.  Horrall, 

Chief  of  Police. 
CBH:  RRM/as 


SUPPLEMENTAL  DATA 


The  following  data  appears  herewith  in  connection  to  the  testimony 
of  Capt.  R.  L.  Richardson,  supra  p.  1675. 

War  Department, 
Office  of  the  Quartermaster  General, 

Washington,  September  4,  194-1* 
In  reply  refer  to  QM  095  C-P  (Fulton,  Hugh  F.). 
Mr.  Hugh  F.  Fulton, 

Senate  Investigating  Committee,  Senate  Office  Building, 

Washington,  D.  C. 
Dear  Sir:  Enclosed  herewith  in  duplicate  copy,  the  Associated  Equipment 
Distributors'  Uniform  Lease  Contract  forms  as  requested  during  my  testimony 
for  your  Committee. 

For  The  Quartermaster  General: 
Very  truly  yours, 

Robert  L.  Richardson, 
Captain,  0.  M.  C,  Assistant, 
2  Inch 

Incl.  #1 — Uniform  Lease  Contract  (Dup.) 
Incl.  #2 — Privilege  of  Purchase  Option  (Dup.) 


Associated  Equipment  Distributors  Uniform  Lease  Contract 


Phones: 

Date  _. 

Lessor's 

Order  No. 

Lessee's 

Order  No. 

The  space  inside  this  border  reserved  for 
city,  state,  and  telephone  number. 

your  firm 

name,  address, 

Individual 
The Corporation  of  the  City  of , 

Partnership 

County    of    ,    State    of    ,    Distributors    of 

Machinery  and  Equipment,  hereinafter  called  the  lessor,  hereby  proposes  to  lease 
and  does  lease  to 

City  of ,  County  of ,  State  of 

days 
hereinafter  called  the  lessee  for  a  minimum  period  of weeks,  or  more,  the 

months 
equipment  described  in  the  subdivision  of  this  contract  designated  "Equipment 
Leased"  according  to  the  terms  and  provisions  as  stated  on  the  reverse  side  of  this 
page  to- wit: 

1957 
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The  lessee  agrees  to  pay  for  use  of  the  following  equipment,  rental  as  follows: 

$ Payable  with  order  and  covering  first  month's  rental 

$ for  second  month's  rental 

$ for  third  month's  rental 

$ per  month  thereafter,  all  rentals  being  due  monthly  in  advance 

and  payable  at  the  office  of  the  lessor  in  the  City  of , 

County  of ,  State  of 

If  this  equipment  is  leased  on  a  daily  or  weekly  basis,  the  rate  shall  $ 

ner  week   payable  daily  or  weekly  in  advance. 

Equipment  leased 


F.  O.  B . Total  Value  $ 

for  use  in  construction  operations  on . Job 

at  or  near In  the  state  of 

Ship  to 

When Via 

Invoice  to 

Street  Address City  and  State 

Credit  Reference 


TERMS  AND  PROVISIONS  OF  LEASE 

1.  The  rental  period  shall  begin  on  and  include  the  date  of  shipment  to  lessee 
and  shall  end  on  and  include  the  date  of  shipment  to  lessor,  subject  to  provisions 
as  to  minimum  rental  period.  If  equipment  is  kept  longer  than  the  specified 
minimum  rental  period,  the  rental  will  then  be  invoiced  out  on  a  pro-rata  basis. 

2.  The  lessee  agrees  not  to  use  the  -equipment  and  machinery  hereby  leased 

more  than (     )  hours  in  any  one  day  nor  more  than (     ) 

days  in  any  week  unless  provision  for  additional  compensation  for  overtime  is 
made  with  lessor. 

3.  It  is  understood  between  the  parties  that  the  lessor  is  not  the  manufacturer 
of  the  equipment  herein  leased,  nor  the  agent  of  the  manufacturer  of  said  equip- 
ment and  that  no  warranty  against  patent  or  latent  defects  in  material,  work- 
manship, or  capacity  is  given,  nor  that  said  equipment  will  meet  the  requirements 
of  any  law,  rules,  specifications  or  contracts  which  provide  for  specific  machinery 
or  apparatus  or  special  methods,  other  than  that  of  the  original  manufacturer  of 
said  equipment  and  as  set  forth  in  the  manufacturer's  catalog  and  representations 
wherein  said  machinery  and  equipment  is  listed  and  described. 

4.  The  lessor  shall  use  reasonable  care  to  see  that  the  equipment  is  in  proper 
working  condition  before  shipment  to  lessee.  It  is  not  to  be  actually  operated  or 
tested  unless  such  operation  or  test  is  deemed  necessary  by  lessor  or  unless  lessee 
shall  request  such  operation  or  test  in  writing,  in  which  event  the  lessee  will  be 
notified  of  the  time  and  place  of  said  operation  and  test,  and  shall  be  permitted 
to  be  present  during  said  operation  and  test.  If  having  requested  it,  lessee  fails 
to  be  present  at  the  time  of  operation  and  test,  lessee  agrees  that  said  equipment  as 
turned  out  is  in  proper  operating  condition. 

5.  The  lessee  agrees  to  maintain  said  machinery  and  equipment  in  the  same 
condition  as  when  delivered  to  it  by  lessor,  usual  wear  and  tear  excepted,  and  to 
pay  all  claims  and  damages  arising  from  defects  therein,  or  from  the  use  of  handling 
said  machinery  and  equipment,  whether  from  injuries  to  the  person  or  property, 
and  to  pay  for  all  damages  to  the  equipment,  except  the  usual  and  ordinary  wear 
and  tear,  during  the  life  of  this  contract,  and  to  return  said  property  in  as  good 

condition  as  when  received  to  the  storage  yard  of  the  lessor  in , 

usual  and  ordinary  wear  and  tear  excepted  and  to  pay  all  freight,  demurrage, 
storage,  switching,  drayage,  trackage  or  other  charges  against  said  equipment 
from  the  time  the  same  shall  leave  the  storage  yard  of  said  lessor  up  to  and 
including  the  time  of  its  return  to  said  storage  yard,  or  other  place  of  return 
agreed  upon. 

6.  The  receipt  and  acceptance  by  the  lessee  of  said  equipment  will  constitute 
acknowledgment  that  said  property  has  been  accepted  and  found  in  good,  safe 
and  serviceable  condition,  and  fit  for  use,  unless  the  lessee  makes  claims  to  the 
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contrary  to  the  lessor  by  registered  mail  with  return  receipt  demanded,  addressed 

to  the  lessor's  office  in  the  City  of within  three  days  after 

receipt  of  said  equipment.     The  complaint  as  made  shall  set  forth  in  detail  its 
complete  nature  and  the  condition  of  the  property  received. 

7.  Should  any  of  the  machinery,  equipment,  or  appurtenances,  be  received 
and  accepted  by  the  lessee  from  any  drayman,  railroad  company  or  any  other 
carrier  transporting  sime  in  a  damaged  condition,  or  with  any  of  the  machinery, 
equipment,  parts  or  appurtenances  missing,  it  shall  be  the  duty  of  the  lessee  to 
obtain  from  said  drayman,  railroad  company  or  other  carrier,  a  written  acknowl- 
edgement of  the  damage  or  shortage.  The  failure  on  the  part  of  the  lessee  to 
obtain  such  statement  or  acknowledgment,  upon  its  receipt  and  acceptance  of 
said  machinery,  equipment,  parts  and  appurtenances  shall  be  treated  as  an 
acceptance  of  said  machinery,  equipment,  parts  and  appurtenances  in  good, 
safe,  serviceable  condition  and  fit  for  use.  Any  damage  or  loss  which  has  occurred 
and  is  not  covered  by  a  written  acknowledgment  or  statement  as  aforesaid,  or 
which  occurs  after  acceptance  of  said  property,  shall  be  repaired  and  replaced 
at  the  expense  of  the  lessee.  If  the  machinery,  equipment,  parts  or  appurtenances 
are  damaged  or  lost  in  transportation  and  the  lessee  furnishes  to  the  lessor  a 
written  detailed  acknowledgment  and  statement  from  the  carrier  setting  forth 
the  character  of  damage  and  loss,  the  less  or  agrees  to  use  reasonable  diligence 
in  having  said  repaired  and  loss  replaced  within  a  reasonable  time,  but  the  equip- 
ment shall  be  deemed  to  have  been  delivered  on  the  date  of  acceptance  thereof 
from  the  carrier. 

8.  In  the  event  of  notice  to  the  lessor  by  the  lessee  that  the  equipment  is  not  in 
good,  safe  and  serviceable  condition  and  fit  for  use  upon  its  arrival,  the  lessor 
shall  have  the  right  to  put  said  equipment  in  good,  safe  and  serviceable  condition 
and  fit  for  use,  within  a  reasonable  time,  or  to  cancel  this  lease. 

9.  The  lessor  shall  not  be  liable  in  any  event  to  the  lessee  for  any  loss,  delay 
or  damage  of  any  kind  or  character  resulting  from  defects  in,  or  the  inefficiency 
of  the  equipment  hereby  leased  or  accidental  breakage  thereof. 

10.  In  the  event  of  accident  to,  or  breakage  of,  any  part  of  the  equipment  lessee 
may  have  the  same  repaired  by  any  competent  person,  firm  or  corporation  at  its 
own  expense  or,  upon  notice  to  the  lessor  as  to  such  breakage  or  accident,  the 
lessor  may  repair  said  machinery  for  the  lessee,  using  reasonable  diligence  to 
make  said  raprirs  or  replacement  in  the  shortest  possible  time,  and  the  lessee 
agrees  to  pay  the  lessor  its  regular  charges  for  any  material  or  labor  furnished 
in  making  said  repairs  upon  demand;  in  the  event  any  work  is  done  outside  of 
lessor's  regular  hours,  including  work  necessary  by  wear  and  tear,  by  reason  of 
which  lessor  shall  be  required  to  pay  double  time  or  other  overtime  charges  to  its 
employees,  or  to  anyone  doing  the  work  for  lessee,  all  such  charges  will  be  paid 
by  the  lessee  to  the  lessor. 

11.  In  the  event  the  lessee  accepts  the  machinery  and  equipment,  as  herein 
provided,  and  thereafter  the  said  machinery  proves  defective  or  unfit  for  use, 
because  of  accident  or  otherwise,  or,  if  for  any  other  reason  lessee  desires  to  dis- 
continue the  use  of  said  machinery  or  equipment,  the  only  remedy  of  lessee  shall 
be  to  return  the  machinery  to  lessor  and  terminate  this  contract  as  herein  else- 
where provided,  by  paying  all  rental  charges  and  other  charges  herein  provided 
for,  which  in  no  event  shall  be  less  than  the  transportation  charges  on  said  machin- 
ery and  equipment  and  minimum  rental  herein  provided  for. 

12.  The  lessee  agrees  to  pay  any  charges  for  work  or  inspection  required  by  any 
labor  union.  The  lessor  may,  at  its  option,  refuse  to  do  any  repair  work  on  the 
equipment  in  time  of  strike,  or  any  other  cause  beyond  its  control,  or  in  violation 
of  any  rule  effecting  the  equipment.  The  lessor  reserves  the  right  to  remove  the 
equipment  from  the  job  at  any  time  when,  in  its  opinion,  the  equipment  is  in 
danger  because  of  strikes  or  any  other  condition. 

13.  The  lessee  agrees  to  comply  with  and  conform  to  all  municipal,  state  and 
federal  laws  relating  to  the  operation  of  said  machinery  and  to  pay  all  costs  and 
expenses  of  every  character  occasioned  by  or  involving  the  use  or  operation  of  the 
machinery  or  equipment,  and  to  pay  all  legal  assessments,  taxes  or  public  charges 
which  may  be  levied  upon  said  equipment  while  in  the  possession  of  the  lessee. 

14.  The  lessee  agrees  to  pay  the  lessor  for  all  loss  and  damages  occasioned  by 
fire,  theft,  flood,  accident,  explosion,  wreck,  an  act  of  God  or  any  other  causes 
that  may  occur  during  the  life  of  this  lease,  and  until  such  machinery  has  been 
returned  into  the  possession  of  the  lessor  and  accepted  by  it.  For  the  purpose  of 
finding  the  valuation  of  said  property  in  order  to  determine  the  loss,  damage  or 
injury  thereto,  it  is  agreed  by  the  parties  hereto  that  the  value  as  hereinbefore 
stated  shall  be  a  true  and  just  value  forming  a  basis  for  such  adjustment.     In 
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making  such  adjustment  it  is  understood  that  no  rentals  theretofore  paid  or  due 
shall  apply  to  the  payment  of  such  loss. 

15.  The  lessee  further  agrees  to  indemnify  the  lessor  against  all  loss,  damage, 
expense  and  penalty  arising  from  any  action  on  account  of  any  injury  to  person 
or  property  of  any  character  whatsoever  occasioned  by  the  operation,  handling 
or  transportation  of  any  of  the  equipment  during  the  rental  period,  and  while 
said  machinery  and  equipment  is  in  the  possession  or  under  the  custody  and  con- 
trol of  lessee. 

16.  The  lessee  further  agrees  to  protect  the  lessor  on  this  contract  with  full 
insurance  coverage,  said  insurance  to  cover  damage  occasioned  by  fire,  theft, 
flood,  explosion,  accident,  act  of  God,  or  any  other  cause,  that  may  occur  during 
the  life  of  this  lease  and  to  protect*  the  lessor  for  public  liability  insurance  for 
coverage  to  the  limits  of  the  State  laws  in  which  the  equipment  leased  is  being 
used. 

17.  The  title  to  the  property  herein  leased  and  to  all  replacements  thereof  or 
substitution  thereof  is,  and  shall  remain  in  lessor,  and  said  machinery  and  equip- 
ment shall  not  become  a  part  of  any  building,  by  being  placed  therein  or  by  being 
annexed  thereto.  Where  the  equipment  is  annexed  to  any  property  the  lessee 
shall  furnish  the  lessor  with  a  landlord's  release,  which  shall  permit  the  lessor  to 
remove  the  equipment  from  said  property  at  any  time  during  the  life  of,  or  after 
expiration  of,  this  contract. 

18.  The  lessee  agrees,  whenever  requested  by  lessor,  to  give  lessor  the  exact 
location  of  all  of  the  machinery  and  equipment  covered  by  this  lease  and  further 
agrees  to  give  lessor  immediate  notice  of  any  levy  attempted  upon  said  equipment, 
or  if  said  equipment  from  any  cause  becomes  liable  to  seizure,  and  to  indemnify 
lessor  against  all  loss  and  damages  caused  by  any  such  action.  The  lessor  shall 
have  the  privilege  at  all  times  of  entering  any  job,  building  or  location  where  the 
above  property  is  being  used  for  the  purpose  of  inspection  and  reserves  the  privilege 
of  removing  said  machinery  and  equipment  on  twenty-four  hours'  notice  if  it  is 
being  overloaded  or  taxed  beyond  its  capacity  or  in  any  manner  being  abused  or 
neglected. 

19.  The  equipment  hereby  leased  shall  not  be  sublet  without  a  written  consent 
of  the  lessor  nor  shall  said  property  be  moved  out  of  the  state  specified  in  this 
contract  without  written  consent  of  the  lessor. 

20.  Should  any  of  the  provisions  of  this  lease  be  violated  by  lessee  the  rental 
for  the  entire  period  herein  specified,  shall  become  forthwith  due  and  payable, 
and  the  lessor,  or  its  agents  may,  without  notice,  enter  the  premises  occupied  by 
lessee  without  being  a  trespasser  thereon  and  take  possession  of  and  remove  said 
equipment  with  or  without  process  of  law.  In  the  event  any  action  as  herein- 
before set  forth  becomes  necessary  the  lessee  agrees  to  pay,  in  addition  to  other 
charges  herein  specified,  all  costs  of  removal  of  said  machinery  from  the  possession 
of  the  lessee  and  all  freight,  demurrage,  storage,  labor  or  other  charges  on  or 
against  said  property  incurred  during  or  by  the  removal,  shipping  and  return  to 

the  possession  of  the  lessor  in or  equivalent 

point  designated  by  lessor. 

21.  The  lessee  agrees  to  pay  all  rentals  when  they  are  due  and  for  all  services 
and  materials  furnished  and  all  damages  and  sums  due  the  lessor  inder  this  con- 
tract as  soon  as  the  loss  occurs  or  services  are  rendered  or  materials  are  furnished. 
The  taking  of  notes,  or  renewals  thereof,  covering  rentals  herein  specified  shall 
not  in  any  manner  whatsoever  change  or  invalidate  the  terms  and  conditions  of 
this  contract. 

22.  Lessee  agrees  that  if  any  of  the  lease  provisions  are  violated  and  lessor 
demands  the  return  of  the  equipment  that  this  lease  shall  constitute  authority  to 
the  watchman  or  other  persons  responsible  for  the  equipment  to  deliver  all  or 
any  part  of  the  equipment  to  the  lessor  or  its  agents. 

23.  In  case  any  matter  is  written  or  typed  into  this  printed  contract  other 
than  such  as  is  necessary  to  fill  the  blanks  provided  therein,  such  matters  shall 
be  deemed  an  addition  to  the  contract  and  it  is  specifically  understood  and 
agreed  that  such  added  matter  is  not  in  any  manner  whatsoever  intended  to  alter 
the  meaning  or  intention  of  the  printed  clauses  of  the  contract  and  in  case  of 
conflict  and  inconsistency  between  the  printed  portions  and  the  written  or  typed 
additions,  the  printed  portion  shall  control  and  any  written  or  typed  clause  in 
conflict  therewith  shall  be  treated  as  void. 

24.  Both  lessor  and  lessee  agree  that  no  modification  of  this  agreement  shall 
be  binding  upon  them  or  either  of  them,  unless  such  modification  shall  be  in 
writing  and  duly  accepted  in  writing. 
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25.  This  lease  before  becoming  effective  must  be  approved  by  an  Officer  of 
Lessor,  at  the  home  office  of  Lessor. 

We  agree  to  all  the  above  con- 
ditions which  are  thoroughly 
understood. 


YOUR  FIRM  NAME  HERE 


Lessor. 

Lessee. 
By By 


Authorized  to  sign  for  the  above  Lessee 


Date. 


Approved 


By... 
Date. 


YOUR  FIRM  NAME  HERE 


AFTERWORD 

The  average  contractor  handles  a  wide  variety  of  work  and  every  job  differs 
from  others,  thereby  necessitating  the  use  of  different  kinds  of  equipment. 

If  a  contractor  purchases  all  his  equipment  he  often  finds  he  has  quite  a  large 
amount  of  capital  frozen  in  machinery  that  is  seldom  used  or  else  he  uses  it  on 
work  for  which  it  is  not  fitted  and  pays  a  penalty  in  lessened  profit.  Such  a  con- 
tractor, when  contracting  methods  change,  is  prevented  from  adopting  newer 
methods  because  he  feels  he  must  use  the  equipment  he  owns. 

It  pays  the  average  contractor  to  buy  only  that  equipment  which  is  standard  on 
most  of  his  work  and  which  he  can  keep  busy  about  eight  months  out  of  the  year. 
On  his  equipment  requirements  for  work  other  than  this  he  can  usually  save  money 
by  renting. 

The  use  of  construction  equipment  secured  on  a  rental  basis  has  become  an 
important  and  established  fact  in  present  day  construction  work. 

Contractors  can  select  rental  equipment  best  adapted  to  the  requirements  of 
the  job  on  hand,  secure  it  on  short  notice  and  release  it  as  soon  as  the  work  is 
finished.  Rentals  paid  are  the  total  equipment  expense  chargeable  to  the  job, 
whereas  an  owned  equipment  carrying  charges,  maintenance,  depreciation, 
obsolescence,  storage,  yard  and  watchman  expenses,  etc.,  should  all  be  properly 
distributed. 

It  is  not  the  small  poorly  financed  contractor  that  is  renting  equipment.  It  is 
the  first-class  aggressive  contractor  that  has  analyzed  his  costs  and  has  found  in 
many  cases  that  it  is  not  economical  to  own  too  much  equipment  when  a  proper 
rental  service  can  be  obtained  from  a  reliable  dealer. 

(This  form  prepared  by  rental  committee,  Associated  Equipment  Distributors, 
Eldon  M.  Farnum,  Chairman,  3343  Franklin  Ave.,  St.  Louis,  Mo.) 


Associated  Equipment  Distributors  Uniform  Privilege  of  Purchase  Option 


Phones: 


The  space  inside  this  border  reserved  for  your  firm  name,  address,  city, 
state,  and  telephone  number 


privilege  of  purchase  option 

,  194 

Between ,  party  of  the  first  part 

and ,  party  of  the  second  part. 

If  the  party  ofjthe  first  part'  shall  keep  all  the  terms  of  the  lease  agreement 
dated ,to  which  this  purchase  option  is  attached,  the  party 
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of  the  first  part  shall  have  the  privilege  of  purchasing  the  equipment  covered  by 
said  lease  agreement  at  any  time  before  the  expiration  of  this  privilege  of  purchase 

option,  upon  payment  to ,  of  the  sum 

of ,  which  shall  be  the  full  value  or 

purchase  price  of  the  equipment  set  out  in  the  lease  contract  and  upon  payment 

of  all  sums  which  said  party  of  the  first  part  may  owe  said 

,  for  supplies  and  repairs  purchased  during  the  term  of  the 

lease  to  which  this  purchase  option  is  attached,  on  the  following  terms  and 
conditions: 

If  purchased  within days of  the  paid  rental 

to  apply  on  full  value  or  purchase  price  set  out  above. 

If  purchased  within days of  the  paid  rental 

to  apply  on  full  value  or  purchase  price  set  out  above. 

If  and  when  this  Privilege  of  Purchase  Option  is  exercised,  the  lessee  agrees  to 
either  pay  the  balance  due  in  cash,  in  which  event  the  lessor  will  execute  a  bill  of 
sale,  or  enter  into  a  conditional  sales  contract  with  the  lessor  covering  the  terms 
of  sale. 

If  this  option  is  not  exercised  the  lessee  shall  have  the  privilege  of  continuing 
to  rent  with  no  privilege  of  purchase  option,  or  returning  the  goods  to  the  lessor. 
In  such  case  the  terms  and  conditions  of  the  lease  contract  attached  hereto  shall 
be  in  full  force. 

Failure  to  make  full  payment  of  rentals  due  for  said  property  under  lease 
contract  attached  hereto  within  ten  days  of  the  time  specified  shall  be  considered 
as  an  abandonment  of  this  option  and  it  shall  thereby  immediately  expire  and 
become  null  and  void. 

Both  parties  agree  that  no  modification  of  this  agreement  shall  be  binding  upon 
them,  or  either  of  them,  unless  such  modification  shall  be  in  writing  and  duly 
accepted  in  writing.  Also  that  in  all  cases  that  this  contract  is  regarded  as  having 
been  made  in  the  State  of 

This  option  before  becoming  effective  must  be  approved  by  an  officer 
of at  the  home  office  in 


We  agree  to  all  the  above  conditions, 
which  are  thoroughly  understood. 


TOUR  FIRM  NAME  HERE 


Per 

Party  of  the  first  part  Party  of  the  second  part 

By Approved  by 

Authorized  to  sign  for  above  Authorized  to  sign  for  above 

Date Date 


The  following  letter  is  included  in  relation  to  the  testimony  of  Capt. 
J.  T.  Mathews,  supra,  pp.  1840-1850. 

Naval  Operating  Base, 
Eleventh  Naval  District, 

San  Diego,  California. 
The  Honorable  Harry  S.  Truman, 

Chairman  of  the  Senate  Investigating  Committee, 

Federal  Building,  Los  Angeles,  California. 
My  Dear  Senator  Truman:  I  do  not  know  whether  it  has  been  the  practice 
of  your  committee  to  submit  a  transcript  of  the  testimony  of  each  witness  who 
appears  before  your  committee  for  his  perusal  and  verification,  as  is  customary 
when  officers  of  the  Navy  Department  testify  before  regular  committees  of  Con- 
gress. Anyway  I  should  like  very  much  to  have  you  insert  in  the  appropriate 
places  in  my  testimony  which  was  given  to  the  committee  on  the  afternoon  of 
August  21,  1941,  in  Los  Angeles,  the  following  revised  answers  to  certain  ques- 
tion which  were  propounded.  These  statements  will  not  change  the  intent  but 
will  probably  be  clearer  than  my  original  oral  testimony  and  will  in  certain  in- 
stances amplify  it. 
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GENERAL  STATEMENT  REGARDING  LOW  COST  DEFENSE  HOUSING  IN  SAN  DIEGO 
AND  LONG  BEACH,  CALIFORNIA,  WITH  PARTICULAR  REFERENCE  TO  THE  NEEDS 
OF  NAVAL  MARRIED  ENLISTED  PERSONNEL  AND  CIVILIANS  ATTACHED  TO  SHORE 
ACTIVITIES  OF  THE  NAVY  IN  THOSE  LOCALITIES 

About  18  months  ago,  or  to  be  specific,  under  date  of  March  7,  1940,  the  Bureau 
of  Yards  and  Docks,  Navy  Department,  Washington,  D.  C,  which  has  cognizance 
of  the  preparation  of  estimates  of  cost  and  the  design  of  all  new  construction  for 
the  shore  establishments  of  the  Navy,  and  also  for  the  maintenance  and  operation 
of  Public  Works  and  Public  Utilities  at  all  of  our  Navy  Yards  and  the  majority 
of  naval  stations,  requested  the  Commandant  to  furnish  an  estimate  of  the  prob- 
able number  of  low-cost  housing  units  in  the  vicinity  of  naval  activities  in  the 
Eleventh  Naval  District  which  could  be  rented  to  married  enlisted  personnel 
and  whether  suitable  Government  owned  sites  could  be  made  available  for  this, 
and  if  not  whether  suitable  sites  within  reasonable  distance  could  be  purchased 
for  fair  prices.  The  Commandant  immediately  made  a  survey  of  the  situation 
and  based  on  information  received  from  the  Commanding  Officers  of  the  various 
shore  activities  located  in  the  Eleventh  Naval  District  and  from  the  Commanders 
of  the  various  forces  of  the  Fleet  which  were  normally  based  at  San  Diego,  San 
Pedro  and  Long  Beach,  he  informed  the  Bureau  of  Yards  and  Docks,  under  date 
of  March  12,  1940,  that  about  5,000  enlisted  married  men  afloat  and  1,500  ashore 
were  renting  quarters  at  that  time  in  San  Diego  and  that  approximately  1,000 
of  these  units  were  inadequate  and  rentals  excessive;  that  the  housing  situation 
would  be  greatly  improved  and  rents  generally  lowered  if  1,000  one-story  low  cost 
housing  units  were  constructed.  No  Government  owned  land  was  available  but 
several  sites  throughout  the  City  were  available  at  $500  to  $1000  per  acre.  Sim- 
ilarly he  reported  that  in  the  Long  Beach-San  Pedro  area  about  7500  married 
enlisted  men  rented  quarters  but  that  the  housing  situation  in  that  area  was 
somewhat  better  than  in  San  Diego,  but  that  it  too  could  be  improved  if  approxi- 
mately 1,000  units  were  constructed  in  that  vacinity,  and  that  suitable  sites  could 
be  purchased  in  Long  Beach  at  approximately  $1,000  per  acre. 

Subsequent  to  that  survey  and  in  response  to  further  inquiry  of  the  Bureau  of 
Yards  and  Docks,  the  Commandant  under  date  of  July  11,  1940,  recommended 
that  two  low-cost  housing  projects  of  500  each,  one  in  the  vicinity  of  the  Destroyer 
Base  and  the  other  in  the  vicinity  of  the  Marine  Corps  Base,  be  constructea  at  an 
estimated  cost  of  $3,500,000  or  less,  as  the  appropriation  of  $100,000,000  which 
had  been  made  by  the  Congress  in  the  Second  Supplemental  Defense  Bill  for  use 
of  the  President  to  provide  low-cost  housing  for  the  War  and  Navy  Departments, 
set  up  a  top  limit  of  $3,500  per  unit,  including  the  cost  of  land,  building  construc- 
tion, and  all  utilities  and  other  services.  Under  date  of  August  28,  1940,  the 
Commandant  sent  a  despatch  to  the  Chief  of  the  Bureau  of  Yards  and  Docks  in 
which  he  stated  that  the  housing  shortage  in  San  Diego  was  becoming  more  acute 
daily  because  of  greater  increases  in  employment  in  civilian  defense  industries  and 
large  personnel  increases  at  District  shore  activities,  and  that  the  absence  of  many 
units  of  the  fleet  had  not  appreciably  decreased  the  number  of  families  living 
ashore.  Funds  were  again  requested  for  immediate  construction  of  1,000  units  for 
married  enlisted  personnel  and  also  500  units  for  naval  civilian  employees  and 
recommended  that  the  work  be  done  by  the  Navy.  Under  date  of  September  11, 
1940,  the  Commandant  was  informed  by  the  Bureau  of  Yards  and  Docks  that 
funds  would  be  available  within  a  few  days  for  the  construction  of  1,200  low-cost 
housing  units  in  San  Diego  for  married  enlisted  personnel  and  civilian  employees 
of  the  Navy,  and  also  400  housing  units  for  married  enlisted  personnel  in  the  Navy 
at  Long  Beach. 

The  Commandant  thereupon  immediately  began  to  consider  sites  for  the  loca- 
tion of  these  projects  and  finally  a  tract  of  land  containing  67  acres  of  land  adjacent 
to  the  northern  boundary  of  the  Destroyer  Base  was  selected  and  purchased  from 
the  San  Diego  and  Arizona  Eastern  Railroad  Company  at  a  cost  of  $23,500. 
Physical  possession  of  this  property  was  taken  on  October  10,  1940  pending  the 
execution  of  an  option  to  purchase  at  that  price  which  was  finally  executed  by 
the  Government  under  date  of  November  18,  1940.  The  price  of  this  parcel  was 
considered  very  fair  in  view  of  the  fact  that  the  property  was  assessed  by  the 
County  Tax  Assessor  at  only  $26,180  which  under  the  local  method  of  appraisal 
would  indicate  a  fair  market  value  of  $52,360. 

A  site  for  the  project  adjacent  to  the  Naval  Training  Station  and  Marine  Corps 
Base  in  San  Diego,  consisting  of  48J^  acres  was  recommended  to  the  Bureau  of 
Yards  and  Docks  on  October  8,  1940  for  acquisition  by  purchase.  This  property 
was  assessed  by  the  County  Assessor  at  $20,650  which  would  indicate  a  fair  mar- 
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ket  value  of  about  $41,300.  The  owners,  the  Frontier  Enterprise,  Inc.,  agreed 
to  sell  for  $32,625  which  was  considered  very  reasonable.  The  Bureau  approved 
the  purchase  of  the  property  and  an  option  was  executed  under  date  of  October 
19,  1940  by  the  owners  and  the  Navy  Department  and  occupancy  was  taken  by 
the  Government  on  that  date. 

The  site  selected  for  the  project  at  Long  Beach,  near  Santa  Fe  and  Hill  Streets, 
consisting  of  40.36  acres  is  located  within  approximately  2  miles  of  the  Navy 
Lauding  at  Pio  Pico  Street.  This  site  was  chosen  for  the  reason  that  it  consti- 
tuted an  unoccupied  area  accessible  to  city  sewers,  electricity  and  gas,  and  near 
bus  line.  Recommendations  were  made  to  the  Bureau  of  Yards  and  Docks  on 
October  3,  1940  to  acquire  the  site  by  condemnation  due  to  the  fact  the  owners, 
the  F.  P.  Newport  Company  asked  a  price  of  $2,000  per  acre,  exclusive  of  oil 
rights  which  was  considered  excessive.  The  property  was  assessed  by  the  County 
Tax  Assessor  at  $44,530.  Condemnation  proceedings  were  instituted  and  the 
property  acquired  by  decree  and  Declaration  of  Taking  filed  on  October  29,  1940, 
at  a  value  of  $42,860  including  severence  damage  of  $2500. 

SELECTION  OF  CONTRACTORS  AND  DETERMINATION  OF  AMOUNT  OF  FIXED  FEES 

During  the  period  prior  to  the  immediate  acquisition  of  the  above  sites,  the 
District  Public  Works  Officer  (myself)  acting  under  instructions  of  the  Chief  of 
the  Bureau  of  Yards  and  Docks,  held  hearings  for  the  selection  of  contractors  to 
erect  these  housing  units  on  a  cost-plus-a-fixed-fee  basis.  The  record  of  these 
hearings  was  submitted  to  the  Bureau,  which  after  further  investigation,  on  Oc- 
tober 4,  1940,  executed  a  contract  with  the  Wm.  Simpson  Construction  Company 
of  Los  Angeles  for  the  construction  of  1200  units  comprising  the  two  projects  at 
San  Diego  at  a  total  estimated  oost  of  $3,800,000,  (later  increased  bv  Change 
Order  to  a  total  price  of  $4,125,000),  including  a  fixed  fee  of  $140,000.'  On  the 
same  dav  a  similar  contract  was  executed  with  the  McNeil  Construction  Com- 
pany of  Los  Angeles  for  the  construction  of  400  units  at  Long  Beach  at  an  esti- 
mated cost  of  $1,263,000  including  a  fee  of  $48,000. 

The  fixed  fees  to  be  paid  the  contractors  for  the  above  housug  projects  as  well 
as  for  the  other  nine  cost-plus-fixed-fee  contracts  underway  in  this  District,  were 
determined  by  the  contracting  officer  at  the  Navy  Department,  and  were  based 
upon  recommendations  of  a  special  board  appointed  by  the  Chief  of  the  Bureau 
of  Yards  and  Docks  for  that  purpose.  The  average  fee  is  somewhat  over  4%  of 
the  estimated  cost  of  the  project.  In  his  testimony  before  the  Senate  Committee 
on  Naval  Affairs  on  June  30,  1941,  Rear  Admiral  Moreell,  the  Chief  of  the  Bureau 
of  Yards  and  Docks,  gave  a  very  complete  and  interesting  discussion  of  his  experi- 
ence in  dealing  with  cost-plus-fixed-fee  contracts  in  the  Navy  Public  Works 
Program. 

PLANS,  TYPE  OF  CONSTRUCTION,  ETC. 

The  plans  for  the  project  in  the  vicinity  of  the  Destroyer  Base  and  also  for  the 
project  at  Long  Beach,  were  prepared  by  the  Bureau  of  Yards  and  Docks  with 
the  exception  for  the  plans  of  the  utilities  at  each  of  these  projects  which  were 
prepared  by  the  contractors  under  the  direction  of  the  District  Public  Works 
Officer,  who  had  been  designated  by  the  contracting  officer  as  the  Officer-in-Charge 
of  the  work.  These  houses  are  a  duplex,  1-story  building,  containing  two  housing 
units,  each  consisting  of  a  living  room,  kitchen,  bath  and  an  average  of  two  bed- 
rooms. A  gas  fired  floor  furnace,  hot  water  heater,  kitchen  range  and  electric 
refrigeration  is  provided  in  each  unit.  The  buildings  themselves  are  of  a  light 
steel  frame  type  of  construction  erected  on  a  concrete  floor,  covered  with  asphalt 
tile,  sheathed  inside  with  Upson  wall  board,  on  the  outside  with  wire  mesh  and 
stucco,  and  a  roof  of  composition  tile  shingles. 

The  plans  for  the  600  units  adjacent  to  the  Marine  Corps  Base  and  Naval 
Training  Station,  were  prepared  by  the  contractor  under  the  supervision  of  the 
District  Public  Works  Officer  and  are  a  modified  type  of  the  reinforced  concrete 
units  constructed  at  Vallejo,  California,  under  funds  allocated  to  the  Navy  by 
the  U.  S.  Housing  Authority.  They  are  2-story,  four  family  apartments,  con- 
sisting of  a  living  room,  kitchen,  bath  and  two  bedrooms  with  floors  covered  with 
asphalt  tile,  interior  plaster  walls  and  the  roof  of  composition  tile. 

The  types  of  building,  design  and  construction  in  the  first  two  projects  men- 
tioned above  are  ot  a  semi-permanent  type  and  fire  resistive,  and  will  probably 
last  for  25  to  50  years  with  proper  maintenance,  while  those  of  the  other  project 
are  of  reinforced  concrete  construction  throughout,  which  is  a  permanent  type  of 
fire  proof  and  earthquake  resistant  construction,  and  will  probably  last  for  100 
years  or  longer  with  proper  upkeep  and  maintenance. 
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The  average  overall  cost  per  unit  of  the  buildings  located  at  Long  Beach  is 
$2,721.47;  those  at  the  Destroyer  Base  $3,132.91  and  those  at  the  Marine  Corps 
Base  and  Naval  Training  Station  site  $3,835.62,  or  an  average  cost  tor  the  1,600 
units  of  $3,293.51,  which  represents  a  savings  over  the  limit  established  by  the 
Congress,  including  all  cost  ($3,500  per  unit),  of  approximately  $207.00  or  a  total 
for  the  three  projects  of  $363,192.  Further  data  on  the  construction  oi  these 
three  projects,  including  appropriate  photographs,  are  contained  in  a  special 
brochure  which  was  furnished  to  Senator  Wallgren  for  the  use  of  the  Committee. 
It  is  suggested  that  this  brochure  be  made  a  part  of  the  record. 

RENTAL,    MANAGEMENT    AND    AMORTI7ATION    OP    THE    NAVAL    LOW    COST    DEFENSE 

HOUSING    PROJECTS 

The  rentals  for  the  housing  units  in  the  above  locations  which  were  originally 
established  by  the  Commandant,  vary  from  $10  per  month  for  a  unit  with  one 
bedroom  to  $15  for  a  unit  with  three  bedrooms  ior  enlisted  personnel  of  the  Navy 
and  Marine  Corps  in  the  pay  grades  not  receiving  rental  allowances;  $17  to  $23 
per  month  for  those  pay  grades  receiving  rental  allowances,  and  from  $20  to  $30 
per  month  for  civilian  personnel  of  the  Navy  whose  annual  salaries  do  not  exceed 
$1,500.  Recently  the  .Navy  Department  has  promulgated  a  uniform  system  of 
rentals  for  all  of  its  housing  units  in  the  continental  limits  of  the  United  States, 
which  vary  from  $11  to  $35  per  month. 

The  rental,  operation,  and  maintenance  of  these  housing  units  are  under  the 
Commandant  of  the  eleventh  naval  district,  with  the  District  Public  Works 
Officer  and  one  of  his  assistants  in  immediate  charge.  Assuming  that  at  least 
5%  of  the  initial  cost  of  the  projects  (5%  of  $5,000,000)  or  $250,000  per  annum  is 
secured  in  rentals,  it  is  estimated  that  3%  or  $150,000  will  be  necessary  for  the 
ordinary  routine  upkeep,  repairs  and  operation  of  the  projects  and  that  2%  or 
$100,000  will  be  available  for  amortization  of  the  three  projects  over  a  period  of 
50  years. 

Actual  construction  at  the  site  on  the  Long  Beach  project  started  on  October  21, 
1940  and  the  first  tenants  moved  in  on  March  1,  1941,  or  within  a  little  over  4 
months  after  the  project  was  begun.  The  remainder  of  the  work  was  completed  on 
May  15,  1941,  and  274  units  are  now  occupied. 

Actual  construction  at  the  site  adjacent  to  the  Destroyer  Base,  San  Diego, 
California,  began  on  October  14,  1940,  and  the  first  tenants  moved  in  on  April  1, 
1941,  or  within  5%  months  after  work  was  begun.  The  project  was  substantially 
completed  as  of  August  1,  1941  and  498  units  are  now  occupied. 

Actual  construction  at  the  site  on  the  project  adjacent  to  the  Marine  Corps 
Base  and  Naval  Training  Station,  San  Diego,  California,  was  started  on  Novem- 
ber 12,  1940  and  the  first  tenants  moved  in  on  May  1,  1941,  or  within  5%  months 
after  work  was  begun.  The  project  was  substantially  completed  on  August  1, 
1941,  and  383  units  are  now  occupied. 

It  is  therefore  apparent  that  progress  on  these  projects  was  very  rapid  in  spite  of 
the  fact  that  there  were  a  total  of  33  rainy  days  in  which  little  or  no  useful  con- 
struction work  could  be  accomplished. 

RENTAL  OP  EQUIPMENT  UNDER  COST-PLUS- A-FIXED-FEE  CONTRACTS 

All  construction  equipment  which  has  been  and  is  being  used  in  connection 
with  the  eleven  cost-plus-a-fixed-fee  contracts  which  have  been  started  in  this 
District  since  July  1,  1940,  has  been  obtained  by  either  one  or  by  a  combination 
of  the  following  methods: 

(a)  Rental  of  equipment  owned  by  the  general  contractor. 

(b)  Rental  of  equipment  owned  by  others  than  the  general  contractor. 

(c)  Purchase  of  either  new  or  second  hand  equipment  by  the  Government. 

Under  method  (a)  monthly  rental  charges  have  been  determined  by  the  applica- 
tion of  certain  instructions  furnished  by  the  contracting  officer  which  are  con- 
tained in  a  pamphlet  prepared  by  the  Bureau  of  Yards  and  Docks,  entitled  "Some 
Commentaries  on  Cost-Plus-A-Fixed-Fee  Contracts,"  and  also  a  schedule  prepared 
and  used  by  the  Association  of  General  Contractors.  These  schedules  take  into 
account  the  initial  cost  of  the  equipment,  its  depreciation,  its  present  insurable 
value,  taxes,  interest  and  average  number  of  months  during  the  year  it  has  been 
used  by  the  contractor.  These  factors  are  investigated  and  checked  by  three 
representatives  of  the  Officer-in-Charge,  viz:  his  Resident  Officer-in-Charge  at  the 
site  of  the  work,  the  Navy  Accountant  on  the  job  and  the  Navy  Accountant  at 
the  Headquarters  of  the  Officer-in-Charge  in  San  Diego,  and  before  any  rentals 
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are  paid  the  schedule  which  has  been  prepared  as  outlined  above  is  presented  for 
the  approval  of  the  Officer-in-Charge,  and  if  he  is  satisfied  with  it  he  so  informs  the 
Resident  Officer-in-Charge,  who  is  thereafter  authorized  to  prepare  vouchers  on 
that  basis.  15%  of  the  total  amount  due  is  withheld  to  take  care  of  final  adjust- 
ments. 

Rentals  under  method  (b)  are  paid  on  a  monthly  basis  as  a  result  of  competitive 
bids  received  for  rental  of  such  equipment  as  the  general  contractor  is  unable  to 
furnish  himself  and  which  the  Officer-in-Charge  considers  more  economical  than  an 
outright  purchase.  Any  rentals  in  excess  of  $100  per  month  must  receive  the 
express  approval  of  the  Officer-in-Charge. 

A  complete  record  of  all  equipment  and  its  condition  when  received  is  kept  and 
so  far  there  has  been  no  case  reported  where  the  total  monthly  rentals  have  ex- 
ceeded the  estimated  market  value  of  the  equipment.  In  most  cases  it  has  been 
kept  within  a  range  of  25  to  50  per  cent  of  that  value. 

Method  (c)  has  only  been  used  where  it  would  appear  to  be  to  the  best  advantage 
of  the  Government  to  buy  and  retain  the  equipment  for  use  on  some  other  job  or 
in  certain  instances  when  neither  the  contractor  nor  others  could  supply  suitable 
equipment  on  a  reasonable  rental  basis. 

NEED    FOR   ADDITIONAL   HOUSING   IN   SAN   DIEGO 

Although  the  Commandant  originally  recommended  that  only  1,500  units  be 
constructed  for  married  enlisted  personnel  and  civilians  attached  to  naval  activi- 
ties in  San  Diego,  the  growth  of  the  City  of  San  Diego  has  been  so  rapid  during 
the  past  year  that  the  need  for  additional  housing,  especially  for  married  enlisted 
personnel,  has  become  very  acute  as  there  are  now  or  at  least  has  been,  only  about 
a  2%  vacancy  in  houses  which  were  suitable  for  rental  to  defense  workers.  Ac- 
cordingly, about  a  month  ago  the  Commandant  recommended  to  the  Bureau  of 
Yards  and  Docks  that  600  additional  housing  units  be  constructed  in  San  Diego 
in  lieu  of  Long  Beach  as  the  need  was  much  less  at  the  latter  city  than  that  origi- 
nally estimated  due  to  the  fact  that  many  of  the  families  of  enlisted  personnel 
had  moved  from  the  San  Pedro  area  to  San  Diego  for  various  reasons.  Upon  a 
recent  visit  to  San  Diego  of  Mr.  John  Carmody,  the  Federal  Works  Agency 
Administrator,  the  Commandant  suggested  to  him  and  also  later  recommended 
to  the  Bureau  of  Yards  and  Docks,  that  the  600  low-cost  housing  units  recently 
allocated  by  the  Coordinator  of  Defense  Housing,  Mr.  Palmer,  for  rental  to 
married  enlisted  personnel  in  Long  Beach,  which  were  to  be  constructed  by  the 
Navy  Department  for  the  Federal  Works  Agency,  under  funds  appropriated  by 
the  Lanham  Act,  be  allocated  to  San  Diego  instead  of  Long  Beach.  However, 
advice  has  just  been  received  that  Mr.  Palmer  has  decided  that  need  for  civilian 
defense  workers  in  Long  Beach  should  take  precedence  over  those  of  enlisted  per- 
sonnel in  San  Diego,  and  accordingly,  the  funds  for  the  600  units  which  it  was 
hoped  to  secure  for  married  enlisted  personnel  will  be  utilized  for  the  construction 
of  low-cost  housing  in  Long  Beach  for  civilians. 

However,  it  is  hoped  that  eventually  funds  will  be  provided  for  the  construction 
of  at  least  1,000  additional  units  urgently  required  for  married  enlisted  personnel 
and  civilian  defense  workers  attached  to  naval  establishments  in  San  Diego. 
This  need  is  based  on  the  fact  that  approximately  5,000  applications  for  houses 
located  in  the  two  navy  projects  in  San  Diego  were  received  from  enlisted  personnel 
who  had  dependents  living  in  this  area. 

In  conclusion  I  should  like  to  state  that  in  my  opinion  the  contractors  who  have 
been  and  are  engaged  in  the  performance  of  work,  either  by  cost-plus-a-fixed-fee 
or  lump  sum  contracts,  for  the  Navy's  Public  Works  Defense  Construction 
Program  in  the  Eleventh  Naval  District  (which  started  after  July  1,  1940  and 
now  amounts  to  about  $65,000,000)  have,  in  the  majority  of  cases,  been  most 
conscientious  and  cooperative,  and  have  exerted  their  best  efforts  to  finish  their 
respective  jobs  with  as  much  speed  as  practicable  and  at  the  same  time  endeavor 
to  keep  the  cost  of  the  work  within  the  limits  of  funds  appropriated  for  each  project 
by  the  Congress  and  allotted  for  the  purpose  by  the  Navy  Department. 

In  the  event  that  you  prefer  not  to  revise  my  original  testimony  in  conformance 
with  the  above  statements,  I  will  appreciate  it  if  you  will  consider  the  subjects 
discussed  in  this  letter  as  an  amendment,  amplification  and  clarification,  of  my 
testimony  and  that  this  statement,  together  with  the  brochure  on  housing  which 
was  presented  to  Senator  Wallgren,  be  made  parts  of  my  appendices  and  exhibits 
which  may  form  a  part  of  your  permanent  records. 
Very  truly  yours, 

J.  T.  Mathews, 
Captain  (C.  E.  C.)  U.  S.  N.,  Public  Works  Officer,  11th  Naval  District. 
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